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TO OUR STOCKHOLDERS 11U

The past year was an important one for First American Financial Corporation tor two key reasons First we

improved pretax margins in our title insurance business despite lower revenues caused by 20 percent decline in

mortgage originations This margin improvement was accomplished as result of our continued focus on

maintaining an efficient cost structure Total revenues in 2010 were 53.9 billion generating earnings of Si .20 per

diluted share and cash flow from operations
of 5155.5 million

Second on June 2010 First American Financial became an independent company as part of spin-off

transaction The spin-off allows us to enhance our focus on providing title insurance and related settlement

services importantly we believe the Company is well positioned in its industry given our conservative balance

sheet market leadership scalable production platform and our talented highly engaged employees

SEGMENT HIGHLIGHTS

Title Insurance and Services

Our Title Insurance and Services segment experienced volatile year Resale transactions were stronger early in

the year driven by the hornehuyer tax credit However once the tax credit expired in April resale transactions

declined for the remainder of the year Refinance transactions grew steadily beginning in May as low interest

rates took hold driving refinance activity higher in the second half of the year This refinance activity coupled

with strong earnings from our commercial title business resulted in our highest fourth quarter earnings since

2006

in 2010 we continued our focus on driving efficiencies in our business such as combining our New York

underwriter into our primary title insurance underwriter Over the last two years we merged or eliminated 16

title underwriters which has reduced complexity and administrative costs In addition we made good progress

on efforts to streamline the closing process Importantly our initiative to improve the profitability of our agent

channel by adjusting agent premium splits began to show results in the fourth qimilrter We also continued to

optimize distribution between our direct and agent
channels in number of markets Finally we began to develop

new technologybased solutions that will make it easier for our customers to do business with us

Our commercial title business performed well in 2010 with revenues up 35 percent over 2009 Beginning in late

2009 we experienced pickup in distressed sales in certain markets which extended to most geographic markets

throughout the year While large percentage of commercial transactions were distressed we also saw healthy

increase in buy-sell activity with number of large deals and trophy properties closing as the year progressed At

this point we anticipate further measured growth as the commercial market continues to improve in 2011

During 2110 our national lender and default businesses were rebranded under the name First American

Mortgage Services Our national lender business had good results and gained market share in 2111 providing

title insurance and settlement services to national lenders in their directtoconsumer refinance channel Our

default business continued to he meaningful contributor to our earnings despite nearly 30 percent decline in

revenue For number of reasons the backlog of properties in foreclosure has continued into 2011 which will

likely extend the period of heightened activity in this business

Specialty Insurance

Our Specialty Insurance segment performed well achieving pretax margin of 15 percent on revenues that were

up percent counpared with 2009 The home warranty business which currently operates in 39 states is now

focLised on pursuing disciplined growth with an emphasis on the direct-to-consumer marketing channel Our
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of 53 perent despite experiencing high claim losses as result of an unusually severe hailsionn in Arizona

during the lourth quarter

CAPITAL MANAGEMENT

In 2W RYid nut dnd cS tlu itt str ltciztc acqLtistuon oppot tunitits in our tori htiSlflLsS and closi.d on

two small acqfsitions The flrst NAZCA Solutions Inc. supports our overall data strategy and accelerates our

current nhliative to expand title plant coverage it also enhances our ability to develop and deliver data solutions

that serve broader set of tile information customers The second Nationwide Postine Publication Inc. is

leaduiu regional company in the posting and publishing ol trustee sale notices that Ots well with our current

detault business

We ended the year with conservative debttototal capital ratio ol 12.8 percent In addition we further

strengthened the capital position at our primary title insurance underwriter which provides strong financial

support for our residential and commercial tide businesses

We expect to maintain our conservative balance sheet as we believe it appropriately positions us br the

uncertain market conditions ahead We intend to follow disciplined approach to capital management that entails

balancing valuecreating investments in our title and settlement services business with the alternative of returning

capital to stockholders thtough dividends and share repurchases As pail of this process new $1 St million

shaie repurchase program was approved by our hoard of directors in March 2011

LEADERSHIP

In August we made two senior executive appointments Max Valdes was named chic linancial officer and

Mark Seaton was appointed senior vice president finance Both Max and Mark have been key contributors to

the success of First American and their expertise and experience will prove invaluable as we continue our eIforts

to gross our business and improve lnumctal per lonnance

In March 2011 as part of our hoards efforts to augment the skills of its current membership in particular by

adding members with significant recent operating experience two new members were appointed to the

Companys hoard of directors Michael liMe Kee and Thomas McKernan McKee is currently the chief

executive ollieer of Brcniall Kennedy U.S which provides real estate investment advisory services Irior to that

McKee held executivelevel positions at the Irvine Company leading real estate company in Orange County

California McKenian is currently chief executive officer of the Automobile Club of Southern California

position he has held since 1991

While the process of improving operating efficiencies is never done we believe our cos structure is largely

optimized for the ctirrent mortgage and real eslate markets As such we are renewing our commitment to

piofitahle growth by delivernig superior service and solutions to our customeis investing in technology and

maintaining disciplined approach to capital managementall with the goal of creating value for our

Ii are holders

ale optimistic about our pmospects given sigils
the real estate market is likely to bottom out this year and

gis en our favorable cur petltive position in the industry However we arc prepared to operate iii significantly

lower rnortgave origination market that 21 may bring us

We appreciate your support and look forsvard to continued success ahead

Dennis Gilniore

Chief Executive OfIiecr
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ANNUAL REPORT PURSUANT TO SECTION 13 OR 15d OF THE SECURiTIES
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TRANSITiON REPORT PURSUANT TO SECTION 13 OR 15d OF THE SECURITIES

EXCHANGE ACT OF 1934

For the transition period from to

Commission file number 00 1-3458

FirstAmerican Financial Gorp oration

Exact name registrant as specified
in its charter

Incorporated in Delaware 26-19 1571

State or other Inrisdiction
of tLR.S Employer

incorporation or organization
Identification No

First American Way Santa Ana California 92707-5913

Address of principal executive offices Zip Code

714 250-3000

Registrants telephone number including area code

Securities registered pursuant to Section 12b of the Act

Common New York Stock Exchange

Title of each class Name of each exchange on which registered

Securities registered pursuant to Section 12g of the Act

None

Indidate by check mark if the registrant is well.known seasoned issuer as dedned in Rule 405 of the Securities Act Yes No Li

indicate by check mark if the registrant is not required IC file reports pursuant tr Section 13 or Section 15d of the Act Yes LI No LI

Indicate by check mark whether registrant has filed all nports required to be filed by Section 13 or 15d of the Securities Exchange Act

of 1934 during the preceding l2 months or for such shorter period that the registrant was required to file such reports and has been subject

to such filing requirements for the past 90 days Yes Li No Li

Indicate by check mark whether the
registrant

has submitted electronically and posted on Os corporate Web site if any every Interactive

Data File required to he submitted and posted pursuant to Rule 405 of Regulation S-T 232.405 of this chapter during the preceding 12 months

or for such shorter period that the registrant was required to submit and Post such files Yes Li No Li

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation SK 229.415 is not contained herein and will

not be contained to the best of registrants knowledge in definitive poxy or information statements incorporated by reference in Part Ill of this

1orm 10K or any amendment It this Form tK xl

Indicate by check mark whether the registrant is laige accelerated filer an accelerated filer non-accelcratecl filer or smaller reportlnn

company See definitions of large accelerated filer accelerated filer and smaller reporting company in Rule 2h-2 of the hachammyc Act

Large accelerated filer LI Accelerated tiler Li

Nonaccelerated tiler Li Do not check if smaller reporting company Smaller reporting company LI

indicate by check mark whether the registrant
is shell company as defined in Rule 2b-2 of the Act Yes Li No

The aggregate market value of voting and nonvoting cornnion equity held by nonaffiliates of the registrant as of June 30 2010 was

$1304.3 13.092

On February 18 2011 thcre were 114646.524 shares of common stock outstanding

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrants definitive proxy statement with respect to the 2011 annual meeting of the stockholders are incorporated by

reference in Part III of this report The detinitive proxy statement or an amendment to this Form 10K will be tiled no later than 120 days after the

close of registrants fiscal year
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THE UNITE STATES GOVERNMENTS COMMITMENT TO ENSURING THAT FANNIE MAE ANI

FRELDIE MAC HAVE SUFFICIENT CAPITAL TO PERFORM UNDER GUARANTEES ISSUE AND

TO MEET THEIR DEBT OBLIGA TIOIVS

POTENTIAL FUTURE iMPAIRMENT CHARGES RESULTING FROM VOLATILITY IN THE

CURRENT MARKETS AND OTHER ASSUMPTIONS

THE EFFECT OF PEA/DING AND RECENT ACCOUNTING PRONOUNCEMENTh ON THE

COMPANYS FINANCIAL ST4 TEMENTS

THE SALE OF AND EXPECTEL CASH FLOWS FOR DEBT SECURITIES AN ASSUMPTIONS

RELA TING THERETO

THE REALIZATION OF TAX BENEFITS ASSOCIATE WITH CERTAIN LOSSES POTENTIAL TAX

PRO VISIONS IN CONNECTION WITH THE EARNINGS 0/- FOREIGN SUBSIDIARIES NI THE

ADEQUACY OF TAX ANI RELATED INTEREST ESTIMATES IN CONNECTION WITH

EXAMII/A TIONS BY TAX AUTHORITIES

ESTiMATE NET LOSS ANI PRiOR SERVICE CREDIT RELATiNG TO PENSION iLANS

EXPECTEI BENEFIT ANt PENSION PLAN CONTRIBUTIONS PA YMENTS AND IN VESTMENT

STRATEGYAND RETURN ASSUMPTIONS

COMPENSATION COST RECOGNITION AND

RESERVES FOR LIABILITIES ALLOCATE TO THE COMPANY IN CONNECTION WITH TIlE

SEPARATiON FROM THE FIRST AMER/CAN CORPORATION

ARE FORWARD LOOKING STATEMENTS WITHIN THE MEANING OF SECTION 27A OF THE SECURITIES

ACT OF 193$ AS AMENDED ANI SECTION 2IE OF IHE SECURITIES EXCIAiVGE ACT OF 1934 AS

AMENDED THESE F0RwARD-LooKiNc STATEMENTS MAY CONTAIN THE WORDS BELIEVE

ANTICIPATE EXPECPLAN IREDICT ESTIMATE PROJECT WILL BE WILL

CoNTINUE WILL LIKELY RESULT OR 07HER SIMILAR WORDS AND PHRASES

ISKS ANT UNCERTAINTIES EXIST THAT MAY CA USE iESULTh TO DIFFER MATERIALLY FROM

THoSE SET FORTH IN ThESE FOR WARD-LOOKING STArEMEIvT.s FACTORS THAT GULL CAUSE THE

ANTICIPATE RESULTS TO DIFFER FROM THOSE DESCRIBE IN THE FORWARD-LOOKING

STA TEMENTS INCLUDE

INTEREST RATE FLUCTUATiONS

CHANGES IN THE PERFORMANCE OF THE REAL ESTATE MARKETS

LIMITATIONS ON ACCESS TO PUBLIC RECORDS AND OTHER DATA

GENERAL VOLATILITY IN THE CAPITAL MAIRKETS

CHANGES IN APPLICABLE GOVERNMENT REGULATIONS

REFORM OF GOVERNMENT-SPONSORED MORTGAGE ENTERPRISES

1-IEIGHTENEI SCRUTINY BY LEGISLATORS AND REGULATORS OF THE COMPANYS

TITLE INSURANCE AND SERVICES SEGMENT AND CERTAIN OTHER OF THE COMPANYS

BUSINESSES

INCREASES IN THE SIZE OF THE COMPANYS C1.JSTOMERS

UNFAVORABLE ECONOMIC CONDITIONS

IMPAIRMENTS IN THE COMPANYS GOODWILL OR OTHER INTANGIBLE ASSETS



LOSSES IN THE COMPANrS INVESTMENT PORTFOLIO

EXPENSES OF AND FUNDING OBUGATIONS TO THE PENSION PLAN

WEAKNESS IN THE COMMERCIAL REAL ESTATE MARKEr AND INCREASES IN THE
AMOUNT OR SEVERITY OF COMMERCIAL REAL ESTATE TRANSACTION CLAIMS

REGULATION OF TITLE INSURANCE RATES AND

OTHER FACTORS DESCRIBED IN THIS ANNUAL REPORT ON FORM 10-K

THE FORWARD-LOOKING S7ATLMEN1Y SPEAK ONLY AS OF THE DATE THEY ARE MADE THE
COMPANY DOES NOT UNDERTAKE TO UPDATE FOR WARD-LOOKLPf STATEMENTS TO REFLECT
CIRCUMSE4NCES OR EVEN7S THAT OCCUR AFTER PIE DATE THE FOR WARD-LOOKiNG
STATEMEPflS ARE MADE



PART

Item Business

The Company

First American Financial Corporation the Company was incorporated in the state of Delaware in January

2008 to serve as the holding company of The First American Corporations TFACs financial services

businesses following the spin-off of those businesses from TFA.C the Separation The Separation was

consummated on June 2010 at which time the Companys common stock was listed on the New York Stock

Exchange under the ticker symbol FAF In connection with the Separation TFAC reincorporatcd in Delaware

and assumed the name CoreLogic inc The businesses operated by the Companys subsidiaries have in some

instances been in existence since the late 1$OOs

The Company has its executive offices at First American Way Santa Ana California 92707-5913 The

Companys telephone number is 714 250-3000

Ceneral

The Company through its subsidiaries is engaged in the business of providing financial services through its

title insurance and services segment and its specialty insurance segment The title insurance and services segment

provides title insurance escrow or closing services and similar or related financial services domestically and

internationally in connection with residential and commercial real estate transactions It also maintains manages

and provides access to title plant record.s and images and provides banking trust and investment advisory

services The specialty insurance segment issues property and casualty insurance policies and sells home

wananty products in addition our corporate function consists of certain financing facilities as well as the

corporate services that support our business operations Financial information regarding each of these business

segments is included in item Managements Discussion and Analysis of Financial Condition and Result.s of

Operations and Item Financial Statements of Part II of this report

The substantial majority of our business is dependent upon activity in the real estate and
mortgage

markets

which are cyclical and seasonal During the most recent real estate and mortgage cycle we have primarily

emphasized expense
control and operational efficiency by among other activities reducing employee count

consolidating offices centralizing agency and administrative functions optimizing our organizational structure

and rationalizing our brand strategy Future- activity in the real estate and mortgage markets remains uncertain

and cost control measure-s are of continued importance iii addition our cunent emphasis also includes the

pursuit of targeted growth opportunities

Title insurance and Services Segment

Our title insurance and services segment issues title insurance policies on residential and commercial

properly in the United States and offers similar products and services internationally This segment also provides

escrow and closing services accommodates tax-deferred exchanges of real estate maintains manages and

provides access to title plant records and images and provides banking trust and investment advisory services In

2010 2009 and 2008 the Company derived 92.5% 93.1% and 93.2% of its consolidated revenues respectively

from this segment

Oven-len of Title Insurance Indu.strv

in most real estate transactions mortgage lenders and purchasers of real estate desire to he protected from loss

or damage in the event ol defects in the title they acquire Title insurance is means of providing such protection

Title Policies Title insurance policies insure the interests of owners or lenders against defects in the title

to real property These defects include adverse ownership claims liens encumbrances or other matters alThcting



title Title insurance policies are issued on the basis of title report which is typically prepared after search of

the public records maps documents and prior title policies to ascertain the existence of easements restrictions

rights of way conditions encumbrances or other niatters affecting the title to or use of teal property In certain

limited instances visual inspection of the property is also made To facilitate the preparation of title reports

copies of public records maps documents and prior title policies may be compiled and indexed to specific

properties in an area This compilation is known as title plant

The beneficiaries of title insurance policies are usually real estate buyers and rnortage lenders title

insurance policy indcmnihes the named insured and certain successors in interest against title detects liens and

encumbrances existing as of the date of the policy and not specifically excepted ironi its provisions The policy

typically provides coverage for the real propcoy mortgage lender in the amount ol its outstanding mortgage loan

balance and for the buyer in the amount of the pLirchase price of the property In some cases the policy might

provide insurance in greater amount where the buyer anticipates constructing improvements on the property

Coserage under title insurance policy issued to mortgage lender generally terminates upon repayment ol the

mortgage loan Coverage under title insurance policy issued to buyer generally terminates upon the sale of the

insured Property unless the owner carries hack mortgage or makes certain warranties as to the title

Before issuing title policies title insurers typically seek to limit their risk of loss by accurately performing

title searches and examinations The major expenses of title company relate to such searches and examinations

the preparation of preliminary reports or commitments and the maintenance of title plants and not from claim

losses as in the ease of propeny and casualty insurers

The Closing Process Title insurance is essential to the real estate closing process in most transactions

involving real property mortgtigc lenders In typical residential real estate sale transaction real estate broker

lawyer developer lender or closer involved itt the transaction orders title insurance on behalf of an insured Once

the order has been placed title insurance company or an agent typically conducts title search to determine the

current status of the title to the property When the search is complete the title company ot agent prepares issues

mmd circulates commitment or preliminary report to the parties to the transaction The commitment or

prehinminary report identifies the conditions exceptions and/or limitations thai the title insurer intends to attach to

the policy and identi lies items appearing on the title that must be eliminated prior to closing

The closing unction sometimes called an escrow in the western United States is often performed by

lawyer an escrow company or title insurance company or agent generally referred to as closer Once

documentation has been prepared and signed and mortgage lender pavotf demands arc in hand the transaction is

closed The closer records the appropriate title documents and arranges the transfer of funds to pay off prior

loans and extinguish the liens securing such loans Title policies arc then issued insuring the priority of the

mortgage of the real propelty mortgage lender in the amount of its mortgage loan and the buyer in the amount of

the purchase price The time between the opening of the title order and the issuance of the title policy is usually

between 30 and 90 days Before closing takes place however the closer requests that the title insurer provide

an update to the comnmitment to discover any adverse matters affecting title and if any are lound works with the

seller to eliminate them so that the title insurer issues the title policy subject only to those exceptions to coverage

which are acceptable to the title insurer the hLtyer and the buyers lender

Issuing I/u Policy Direct rs 4meuv title policy can he issued directly by title insurer or indirectly on

behalf of title insurer throLigh agents which may not themselves he licensed as insurers Where the policy is

issued by title insurer the search is performed by or on behalf of the title insurer and the premium is collected

and retained by the title insurer Where the policy is issued by an agent the agent typically perlorm.s the search

examines the title collects the premium and retains portion of the premium The agent remits the remainder of

the premium to the title insurer as contpensation or the insurer bearing the risk of loss in the event claim is

made under the policy and for other services the insurer may provide The percentage of the premium retained by

an agent varies from region to region title insurer is obligated to pay title claims in accordance with the terms

of its policies regardless 01 whether it issues its policy directly or indirectly through an agent



Premiums The premium for title insurance is typically duc and earned in full when the real estate

transaction is closed Premiums generally are calculated with reference to the policy amount The premium

charged by title insurer or an agent is subject to regulation in most areas Such regulations vary from state to

state

Our Title Insu rwwe Operations

Overview We conduct our title insurance business through network of direct operations and agents

Through this network we issue policies in the 49 states that permit the issuance of title insurance policies and the

District of Columbia We also offer title insurance and similar products as well as related services either directly

or through joint ventures in foreign countries including Canada the United Kingdom and various other

established and emerging markets as described in the International Operations section below

Custonwrs Sales and Marketint We believe that three institutions Bank of America Corporation

JPMorgan Chase Co and Wells Fargo Company together with their affiliates originate in excess ot 50% of

the mortgages in the United States Each of these institutions directly purchases title insurance policies and other

products and services from us These institutions also benefit from products and services which arc purchased for

their benefit by others such as title insurance policies purchased by borrowers as condition to the making of

loan The refusal of one or more of these institutions to purchase products and services directly from us or to

accept our products and services that are to he purchased for their benefit could have material adverse effect on

the title insurance and services segment

Though we endeavor to educate customers on the value of title insurance and the closing process we can

most efficiently market to our primary sources of business referrals including escrow or closing service

providers real estate agents and brokers developers mortgage brokers mortgage bankers lenders and attorneys

En addition we also market our title insurance services directly to large corporate customers and mortgage

lenders and servicers We actively market to mortgage servicers default service providers and investors who are

important sources of title insurance business during periods with high levels of foreclosures We also market our

title insurance services to independent agents Our marketing efforts emphasize our financial strength the quality

and timeliness of our services process innovation and our national presence

We have expanded our commercial business base primanly through increased commercial sales efforts

Because commercial transactions involve higher coverage amounts and higher premiums commercial title

insurance business generally generates greater profit margins than does residential title insurance business Our

national commercial services division also hasa dedicated sales force One of the responsibilities of the sales

personnel of this division is the coordination of marketing efforts directed at large teal estate lenders and

companies developing selling buying or brokering properties on multi-state basis

We supplement the efforts of our sales force with general advertising in various trade and professional

journals

International Operations Over the past 20 years we have led the industry in global expansion by

investing in the development and growth of operations
in international matkcts We provide products and

services in numerous countries and our international operatlois accounted for approximately 9.11 percent of our

title insurance and services segment revenLics in 20 Today we have direct operations
and physical presence

in II countries including Canada and the United Kingdom Additionally we have partnered with leattitig
local

companies to provide services in many other countries While reliable data are not available we believe that we

have the largest market share for title insurance outside of the United States ilie Companys operating revenues

from external customers and longlived assets are broken down between domestic and foreign Operations in Note

22 Segment Financial Information to the consolidated financial statements included in Item Financial

Statements and Supplementary Data of Part ii of this report



Our range of international products and services is designed to lower our clients risk profiles and reduce

their operating costs through enhanced operational efficiencies In established markets primarily British

Coininonweitith countries we have combined title insurance with unique processing ollenngs to enhance the

speed and elticiency ol the mortgage and conseyancing processes We believe that opportunities for growth exist

not only in the relatively established markets but also in the emerging markets that are heavily reliant ott

expensi\e manual business processes and dated technology and land registry systems As the number of countries

itdoptinv Western style mortgage svsiem.s continues to increase and as the demand for greater efficiency in the

real estate settlement process continues to grow we are well situated to seize these opportunities because of our

industry expertise fThartcial strength existing international licenses and contacts around the world bor example

we are licensed or otherwise authorized to do business in 36 countries and we have partnered with entities

authorized to do business in various additional countries

Because title insurance is relatively new to foreign markets our international operations present risks that

nay not exist in our domestic operations These risks include unforeseen regulatory changes as regulators

familiarity with our products increases In addition limited claims experience in foreign jurisdictions especially

where land ownership and mortgage lending systems meaninglully differ fiom the United States makes it mole

di Ilicult to set reserve rates or set prices

JnJcioritiog Before title insurance policy is issued number of underwriting decisions are made For

example matters of record revealed during the title search may require determination as to whether an

exception should be taken in the policy We believe that it is important br the underwriting function to operate

efficiently and eliectively at all decision-making levels so that transactions nay proceed in it timely manner To

perform this function we have underwriters at the regional divisional and corporate levels to whom we give

varying levels ol undersvnting authority

Atnct Opiriioir Our agreements
with our agents state the conditions under which the agent is

authorized to issLie title insurance policies on our behalf The agency agreement also prescribes the circumstances

under which the agent may he liable to us if policy loss occurs Although such agency agreements typically are

terminable without cause after specified notice period has been met and are terminable immediately for cause

certain agents have negotiated terms that are more fasorable to them Beginning in early 2008 we intensified our

effort to evaluate all of our agency relationships including review of premium splits deductibles and claims

As result we terminated or renegotiated the terms of many of our agency relationships We have also

centralized the receipt of agency remittances and are in the process of centralizing other agent-related

administrative activities and we continue to evaluate the prolitahility ot agency relationships

We have an agent selection process and an agent audit program In determining whether to engage an

independent agent we obtain information about the agent including the agents experience and background We

maintain loss experience recurds for each agent and conduct periodic audits of otir agents \Ve also maintain

agent reprcscntatitcs and agent auditors Agent auditors routinely perform an examination of the agents escrow

trust accounts and supporting accounting records En addition to these routine examinations an expanded

examination s.vilb be triggered if certain warning signs are evident Warning signs that can trigger an expanded

examination include the failure to implement required accouilding controls shortages ob escrow funds and lai lure

to remit title insurance premiums on timely basis Adverse findings in an agency audit may result in various

actions including il warranted terniinalion of the agency relationship

Title P/wits Our network of title plants constitutes one of our principal assets title search is typically

condtmcted by searching ihe abstracted information frotri public records or utilizing title plant holding abstracted

inborniaflon from public records While public title records generally are indexed by reference to the names of the

parties to given recorded document our title plants arrange their records on geographic basis Because of this

d.iflerence title plant records generally may be searched more efficiently which we believe ieduces the risk of

errors associated with the search Our title plaits also index prior policies adding to searching efficiency Most

of our title planis are automated or available on-line Certain offices titilize jointly owned plants or utilize plant



under joint user agreement
with other title companies in addition to these ownership interests we are in the

business of maintaining managing and providing access to title plant records and images that may he owned by

us or other parties We believe that our title plants whether wholly or partially owned or uiilized under joint

user agreement are among the best in the industry

Reserves for Claims and Losses We provide for title insurance losses based upon our historical experience

and other factors by charge to expense when the related premium revenue is recognized The resulting reserve

for known claims and incurred hut not reported claims reflects managenients best estimate of the total costs

required to settle all claims reported to us and claims incurred hut not reported arid is considered to be adequate

for such purpose Each period the reasonableness of the cstiinaie.d reserves is assessed if the eslirnate requires

adjustment such an adjustment is recorded

Reinsurance and Coinsurance We plan to continue our practice of assuming and ceding large title

insurance risks through the mechanism of reinsurancc In rcinsurance arrangements the primary insurer retains

certain amount of risk under policy and cedes the remainder of the risk under the policy to the reinsurer The

primary insurer pays
the reinsurer premium in exchange for accepting this risk of loss The primary insurer

generally remains liable to its insured for the total risk but is reinsured under the terms of the reinsurancc

agreement Prior to 2010 our title insurance arrangements primarily involved other industry participants

Beginning in January of 2010 we established global reinsurance program involving treaty rcinsuranCC provided

by global syndicate ol highly rated non-industry reinsurer.s in addition to covering claims under policies issued

while the program is in effect the program also generally covers claims made tinder policies issued in certain

prior years as long as the losses are discovered while the program is in effect

We also serve as coinsurer in connection with certain transactions In coinsurance scenario two or more

insurers are selected by the insured and typically issue separate policies with respect to the subject property with

each coinsurer liable to the extent provided in the policy that it issues

Competition The title insurance business is highly competitive The number of compelmg companies and

the size of such companies vary in the different areas in which we conduct business Generally in areas of major

real estate activity such as metropolitan and suburban localities we compete with many other title insurers and

agents Our major nationwide competitors in our principal markets include Fidelity National Financial inc.

Stewart Title Guaranty Company and Old Republic International Corporation In addition to these national

competitors small nationwide regional and local competitors as well as nLunerous agency operations throughout

the country provide aggressive competition on the local level Over 30 title insurance underwriters are currentl

members of the American Land Title Association the title insurance industrys national trade association We are

currently the second largest provider of title insurance in the United States based on the most recent American

Land Title Association markei share data

We believe that competition for title insurance business is based primarily on both the price
of the policy

and the quality and timeliness of the service because paltics to real estate transactions are usually concerned with

time schedules and costs associated with delays in closing transactions In certain transactions such as those

involving commercial properties financial strength is also important In those states where prices aic established

by regulatory authorities the price of title insurance policies is not likely to be an important competitive factor

As part of our on-going strategy we regularly evaluate our pricing and based on compelitive market and

regulatory conditions and claims history among other factors intend to Continue to adjust our prices as and

where appropriate

Trust and Investment Advisory Services Our federal savings hank subsidiary offers trust and investment

advisory services and manages equity and fixed-income sceuntics As of December 31 2110 this company

managed $1.5 billion of assets administered fiduciary and custodial assets having market value in excess of

$2.9 billion had assets of $1.1 billion deposits of $1.0 billion and stockholders equity of $90.8 million



fiuIjm and Ie/aail Products Our industnal hank suhvidiarv accepts deposits and uses deposited funds

Ii originate and purchase loans secured by commercial properties primarily in Southern Calilrnia As of

December 31 2010 this company First Security Business I3ank had approximately $482.4 million of deposits

and I61 million ol loans outstanding

Loans made or acquired during 2010 by the industrial hank totaled $9.1 million wiih an average new loan

balance of $432875 The average loan balance outstandim at December 31 20 It was $654387 Loans arc

made only on secured basis at loantovalue percentages generally less than 70 percent
The industrial bank

specializes in making commercial i-cal estate loans The iriajorits of the industrial banks loans are made on

fixedtofloating rate basis The average yield on the industrial banks loan portlolio for the year ended

December 31 2110 was 6.69 percent
number of factors are included in the determination of average yield

principal among which are loan fees and closing points amortized to income prepayment penalties recorded as

income and anlortization of discounts on purchased loans The industrial hanks primary competitors in the

Southern California commercial real estate lending market arc local community banks other industrial banks

and to lesser extent commercial banks The industrial hanks average loan to value was approximately 44

percent at December 2010

The performance of the industrial hanks loan portlolio is evaluated on an ongoing basis by management of

the industrial hank The industrial hank places loan on nonacertmal status when three payments become past

dLie When loan is placed on nonaccrual status the industrial hanks general policy is to reverse from income

previously accrued but unpaid interest Income on such loans is subsequently recognized only to the extent that

cash is received and iuttmre collection ui principal is probable lntetest incoirie on nonaccrual loans that would

have been recogn ed during the year ended December 31 211 if all of such loans had been current in

accordance with their original terms totaled $113198

The following table sets forth ihe amount of the industrial hanks nonperforming loans as of the dates

indicated

Year Ended December 3t

2010 2009 2008 2007 2006

in thousands

Nonperfornting Assets

.oarms accounted for on nonaccrual basis 441 $603

Total $2441 $603 $-

Based on variciv ol lactors concerning the creditwoitliincss ol its borrowers the industrial hank

determined that it had three nonperlormning assets as of December 2111

The indListrial banks allowance for loan losses is established through charges to earnings in the form ol

provision for loan losses Loan losses are charged to and recoveries are credited to the allowance for loan losses

The provision for loan losses is determined after considering various factors such as loan loss experience

maturity of the portfolio size of the portfolio borrower credit hi-story the existing allowance for loan losses

current charges and recoveries to the allowance for loan losses the overall quality of the loan portfolio and

current economic conditions as determined by management of the industrial bank regulatory agencies and

independent credit review specialists While many of these factors are essentially matter of judgment and may

not he reduced to mathematical formula we believe that in light of the collateral seetiring its loan portfolio the

industrial hanks current allowance br loan losses is an adequate allowance against foreseeable losses

10



The following table providescertain information with respect to the industrial banks allowance for loan

losses as well as charge-off and recovery activity

Year Ended Iecember

2010 2009 2008 2007 2006

in thousands except percentages

Allowance for Loan Losses

Balance at beginning of year $2071 $1600 $1488 $1440 $1410

Charge-offs

Real estatemortgage

Assigned lease payments

Recoveries

Real estatemortgage

Assigned lease payments

Net chargeoffs recoveries

Provision for losses 1200 471 112 48 30

Balance at end of year $3271 $2071 $1600 $l.48 $L440

Ratio of net chargeoffs during the year to average loans

outstanding during the year 0% 0% 0% 04 0%

The adequacy of the industrial hanks allowance for loan losses is based on formula allocations and specific

allocations Formula allocations are made on percentage basis which is dependent on the underlying collateral

the type of loan general economic conditions and historical losses Specific allocations are macIc as problem or

potential problem loans are idcntihecl and are based upon an evaluation by the industrial banks management of

the status of such loans Specific allocations may be revised from time to time as the status of problem or

potential problem loans changes

The following table shows the allocation of the industrial banks allowance or loan losses and the percent

of loans in each category to total loans at the dates indicated

Year Ended December31

2010 2109 2008 2007 2006

%of %of %of dof
Allowance Loans Allowance Loans Allowance Loans Allowance Loans Allowance Loans

in thousands except percentages

Loan Categories

Real estate-mortgage $3.27 100 $2.07 100 $1600 100 $1488 10 $1440

Other

$3271 100 $2071 100 $1600 100 $1488 IOU $1440 100

Specialty Insurance Segment

Iioperr-v and Casualty insurance Our properly antI casualty insurance business provides insurance

coverage to residential homeowners and renters for liability losses and typical hazards such as lire theft

vandalism and oilier types of property damage We are licensed to issue policies in all 50 statestnd actively

issues policies in 43 states In our largest market California we also offer preferred risk auto insurance to better

compete with other carriers offering bundled home and auto insurance We market our property and casualty
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insurance business using both direct distribution channels including cross-selling through our existing closing-

service activities and through network of independent brokers Reinsurance is used extensively to limit risk

associated with natural disasters such as windstorms winter stonns wildlircs and earthquakes

i/nine Warmnoes Our home warranty business provides residential service contracts that cover

residential systems and appliances against failures that occur as tise result of normal usage dunng the coverage

period Most ol these policies are issued on resale residences although policies also available iii some

instances new homes Coveragc is typically one year and is renewable annuall at the option of the

contract holder and upon our approval Coverage and pricing typically sary by geographic region Fees for the

\\ arranties generally are paid at the closing of the home purchase or directly by the consumer and are recognized

tiionthlv over the initial contract period Renewal premiums may he paid by number of diflerent options In

addition the contract holder is responsible for service lee for each trade call First year warranties primarily are

marketed through real estate brokers and agents although we also market directly to consumers We generally

sell renew als directly to consumers Our home warranty business currently operates in 39 states and the District

of olunihia

Corporate

The Companys corporate consists primarily of certain Financing facilities as well us the corporate

services that support our business operations

Regulation

The title insurance business is heavily regulated in the United States by state insurance regulatory

authorities and internationally by the applicable regulatory authorities These authorities generally possess broad

powers with respect to the licensing of title insurers the types and amounts of investments that title insurers may

make insurance rates forms of policies and the krm and content of required annual statements as well as the

power to audit and examine title insurers Under state laws certain levels of capital and surplus must be

rnui ntai ned and certai amounts of securities must he segregated or deposited with appropriate state ohlici als

\arious state statutes require title insurers to defer portion of all premiums in reserve for the protection of

policyholders and to segregate investments in corresponding amount Further most states restrict the amount of

dividends and distributions title insurer may make to its stockholders

Our property and casualty businesses are subject to regulation by state insurance regulators in the states in

which they transact business in order to issue policies on direct basis in state ihe property and casualty

insurer must generally he licensed by such state in certain circumstances such as placements through licensed

surplus lines brokers it may conduct business without being admitted and without being subject to rate and

policy form approvals

The nature and extent of regulation to which insurance companies are subject may vary from jurisdiction to

juirisdiction but typically involves prior approval of the acquisition of control of an insurance company

regulation of certain transactions entered into by an insurance company with any of its affiliates the amount and

payment uI dividends an risu rance company approval of premn tm ni rates and policy lorms lor many lines of

iisurince standards of solvency amid nurmmioum amounts of capital and surplus which must be maintained

Our home warranty business is subject to regulation in some states by insurance authorities or other

applicable regulatory entities Our federal savings hank and industrial bank ai-e both subject to regulation by the

Federal Deposit insurance Corporation In addition our lederal savings hank is regulated by the United States

Department oh the Treasurys Office of Thrift Supervision After July 21 2011 it is anticipated that the federal

savings bank will instead he regulated by the Office of the Comptroller of the Currency with the Federal Reserve

Board supervising its parent holding companies The industrial hank is regulated by the California Department of

Financial Institutions



Investment Policies

Subject to oversight by our hoard of directors the Companys investment portfolio activities such as policy

setting compliance reporting por folio reviews and strategy are overseen by an investment committee made up

of certain senior executives Additionally the Companys regulated subsidiaries including title insurance

underwriters property and casualty insurance companies and banking entities are required to establish and

maintain an investment committee to oversee their own investment portfolios The investment policy ol each

regulated subsidiary is designed to comply with regulatory requirements and to align the investment portfolio

strategy with the entitys stralcgic objectives For example our federal savings hank is required to maintain at

least 65 percent of its asset portfolio in loans or securities that are secured by real estate Our federal savings

hank currently does not make real estate loans and therefore fulfills this regulatory requirement predominately

through investments in mortgagehacked securities In addition state laws impose certain restrictions upon the

types and amounts of investments that may be made by our regulated insurance subsidiaries

Pursuant to our investment policy escrow and similar fiduciary funds are to be managed in manner

designed to ensure return of lie principal to the underlying beneficiaries and where appropriate an investment

return to the Conipany The policy Iurther provides that operating and investment funds ate to be managed to

balance eandngs liquidity regulatory and risk objectives and that investments should not expose
the Company

to excessive levels of credit risk interest including call prepayment and extension risk or liquidity risk

As of Decetnher 31 2010 our debt and equity investment securities portfolio consists of approximately $8

percent of fixed income securities As of that date over 72 percent of our fixed income investments are held in

securities that arc United States govertiment-backed or rated AAA and approximately 96 percent of the fixed

income portfolio is rated or classified as investment grade Percentages are based on the amortized cost basis of

the securities Credit ratings are based on Standard Poors and Moodys published ratings If security was

rated differently by both rating agencies the lower of the two ratings was selected

Our equity portfolio includes the CoreLogic common stock that was issued to us in connection with the

Separation and which is further described in Note 18 Transactions with CoreLogic/TFAC to the consolidated

financial statements included in Item Financial Statements and Supplementary Data of Part 11 of this report

in addition to our debt and equity investment securities portfolio we maintain certain moneymarket and

other shortterm investments We also hold strategic equity investments in companies engaged in the title

insurance and settlement services industries

Employees

As of December 31 2010 the Company employed 16879 people on either part-time or full-time basis Of

these employees approximately 32% are employed outside of the United States

Available Information

The Company maintains website www.firstam.com which includes financial information and other

information for investors including open antI closed title insurance orders which typically are posted

approximately 15 days after the end of each calendar month The Companys Annual Reports on Fonn 10-K

Quarterly Reports on Form 0Q Cunent Reports on Form 8K and amendments to those reports filed or

furnished pursuant to Section 13 or 15d of the Securities Exchange Act of 1934 are available free of charge

through the Investors page of the website as soon as reasonably practicable after the Company electronically

files such material with or furnishe.s it to the Securities antI Exchange Commission The Companys svebsite and

the information contained therein or connected thereto are not intended to he incorporated into this Annual

Report on Form 10K or any other filing with the Securities and Exchange Commission unless the Company

expressly incorporates such materials
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Item Risk Factors

You should careful lv consider each of the following risk factors and the other information contained in this

Annual Report on Fonn 10K The Company fitccs risks other than those listed here including those that are

unknown to the Company and others of which the Company may be aware hut at present considers immaterial

Because the following factors as well as other variables affecting the Companys operating jesuits past

financial performance nay not be reliable indicator ol uture performance and historical trends should not he

Lised to anticipate results or trends in future periods

Conduiorzv in the real estate muket generally impact lie demand jr substantial portwn of the

Companys products and services

Demand or substantial portion of the Companys products and services generally decreases as the nwnber

ol real estate transactions in which its products and services are purchased decreases The number of real estate

transactions in which the Companys products arid services are purchased decreases in the fidlowing situations

when mortgage interest rates are high or rising

when the availability of credit including commercial and residential mortgage funding is limited and

when real estate values arc dccl fling

Llnfavorahie economic conditions may have material adverse efJict on the Company

Lnccrtainty and negative trends iii general economic conditions in the inited States and abroad including

signiticarit tightening of credit markets and general decline in the value of real property historically have

created difficult opcratinv environment lur the Companys businesses and other companies in its industries in

addiuon the Company holds insestinetits in entities such as title agencies settlement sers ice providers and

property and casualty insurance companies and instruments such as mortgagehacked securities which may be

negatively impacted by these conditions he Company also owns federal SitS ings bank and an industrial hank

into which it deposits some of its own hinds and some funds held in trust for third parties These banks invest

those funds and any realized losses incLined will he reflected in the Companys consolidated results The

likelihood of such losses which generally would not occur if the Company were to deposit these funds in an

unaffi iatcd entity increases when economic conditions are unfavorable Depending upon the ultimate severity

and dura0on of any economic downturn the resulting effects on the Company could be materially adveise

including signilicant reduction in revenues earnings and cash flows challenges to the Companys ability to

satisfy covenants or otherwise meet its obligations Linder debt facilities difficulties in obtaining access to capital

challenges to the Companys ability to pay disidcnds at currently anticipated levels deterioration in the value of

its investments and increased cmcdit risk from customers and others with obligations to the Coinpimny

Jo fzvorable economic or other conditions could cause i/ic Company to mmrite off portion of its

good wtll and other intangible assets

The Company performs an mrnpamrmcnt test of the carrying value of goodwill and other indefinitelived

mniiangible assets annually in the fourth quarter or sooner if circumstances indicate possible impairment Finite

lived intangible assets are subject to impairment tests on periodic basis Factors that may be considered in

connection with this review include without limitation uniderperformance relative to historical or projected

future operating results reductions in the Companys stock price and market capitalization increased cost of

capital and negative macroeconomic industry and company-specific trends These and other factors could lead to

conclusion that goodwill or other intangible assets are no longer fully recoverable in which case the Company

would be required to wide off the portion believed to he unrecoverable Total goodwill and other intangible

assets reflected on the Companys consolidated balance sheet as of December 31 2010 is approximately $0.9

billion Any substantial goodwill and other intangible asset inipairments that may he required could have

material adverse effect on the Companys results of operations financial condition and liquidity
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downgrade by ratings agencies reductions in statutory surplus maintained by the Company title

insurance underwriters or deterioration in other measures of financial strength may negatively affect the

Companys results operatIons and competitive position

Certain of the Companys customers use measurements of the financial strength of the Companys title

insurance underwriters including among others ratings provided by ratings agencies and levels of statutory

surplus maintained by those underwriters in determining the amount of policy they will accept and the amount

of reinsurance required Each of the major ratings agencies currently rates the Companys title insurance

operations The Companys principal title insurance underwriters financial strength ratings are A3 by

Moodys A- by Fitch BBB by Standard Poors and A- by AM Best These ratings provide the

agencies perspectives on the financial strength operating perlonnance and cash generating ability of those

operations These agencies continually review these ratings and the ratings are subject to change Statutory

surplus or the amount by which statutory assets exceed statutory liabilities is also measure of financial

strength The Companys principal title insurance underwriter maintained approximately $854.6 million of

statutory surplus capital as of December 31 2010 The current minimum statulory surplus capital required to he

maintained by California law is $500000 Accordingly if the ratings or statutory surplus of these title insurance

underwriters arc reduced from their current levels or if there is deterioration in other measures of financial

strcngth the Companys results of operations competitive position and liquidity could he adversely affected

Failures at financial institutions at which the Company deposits funds could adverseky a/frct the

Company

The Company deposits substantial funds in financial institutions These funds include amounts owned by

third parties such as escrow deposits Should one or more of the financial institutions at which deposits are

maintained fail there is no guarantee that the Company would recover the funds deposited whether through

Federal Deposit Insurance Corporation coverage or otherwise In the event of
ally

such failure the Company also

could be held liable for the funds owned by third parties

Changes in government regulation could prohibit or limit the Companys operation.s or make it more

burdensome to conduct such operations

Many of the Companys businesses including its title insurance property and casually insurance home

warranty banking trust and investment businesses are regulated by various federal state local and foreign

governmental agencies These and other of the Companys businesses also operate within statutory guidelines

Changes in the applicable regulatory environment statutory guidelines or interpretations of existing regulations

or statutes enhanced governmental oversight or efforts by governmental agencies to cause customers to refrain

from using the Companys products or services could prohibit or limit its future operations or make it more

burdensome to conduct such operations The impact of these changes would be more significant if they involve

jurisdictions in which the Company generates greater portion of its title premiums such as the states of

Arizona Calitbrnia Florida New York Pennsylvania and Texas and the province of Ontario Canada These

changes may compel the Company to reduce its prices may restrict its ability to implement price increases or

acquire assets or businesses may limit the manner in which the Company conducts its business or otherwise may

have negative impact on its ability to generate revenues earnings and cash flows

Scrutiny of the Companys businesses and the industries in which it operates by governmental entities

and others could adversely aft Łct its operations and financial condition

The real estate settlement services industry an indust in which the Company generates substantial

portion of its revenue amid earnings has become subject to heightened scrutiny by regulators legislators the

media and plaintiffs attorneys Though often directed at the industry generally these gmoup.s may also Focus their

attention directly on the Companys businesses In either case this scrutiny may result in changes which could

adversely affect the Companys operations and therelorc its financial condition and liquidity
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overninental entit cs have routinely nquired into certain practices in the real estale settlement services

industry to detennine whether certain of the Cnnipanvs businesses or its competitors have violated applicable

laws which include among others the insurancc codes 01 the vkUtOUs jurisdictions and the Real Estate

Settlement Procedures Act and similar state and federal laws Departments of insurance in the various states

either separately or in conjunction with federal regulators and applicable regulators in international iurisdictions

also penodically conduct targeted inquiries into the practices of title insurance companies in their respective

jurisdictions Further from time to time plaintiffs lawyers may target the Company and other members of the

Companys industry with lawsuits claiming legal violations or other wrongful conduct These lawsuits may

involve large groups of plaintiffs and claims for substantial damages Any of these types of inquiries or

proceedings may result in finding of violation of the law or other wrongful conduct and may result in the

payment 01 fines or damages or the imposition of restrictions on the Companys conduct which could impact its

operations and financial condition Moreover these laws and standards of conduct olten at-c ambiguous aiid thus

it may be difficult to ensure compliance This ambiguity may force the Company 10 mitigate its risk by settling

claims or by ending practices that generate revenues earnings and cash flows

Re/i.irm of guernmenisponsored enterprises could negati rely impact the Company

Flistorical lv suhstaritial proportion of home loans originated in the ntcd States were sold to and

generally resold in securitii.ed form by the Federal National Mortgage Association hinntc Mae and the

lederal lome Loan Mortgage orporatton Ineddie Mac As condiiioti to the purchase of home loan Fannie

Mae and lreddic Mac generally required the purchase of title insurance for their benefit and as applicable the

bend it ol the holders ol borne loans they may have securitized ihe federal goveinment currently is considering

\anious alternatives to refonn Fannie Mae and Freddie Mae The i-ole if any that these enterprises or other

enterprises fullillino similar unction will play in the mortgage process following the adoption of any refonns is

not currently known The timing of the adoption and thereafter the implementation ol the i-eform.s is similarly

ttnknown Dtic to the significance ol the role of these enterprises the mortgage process itself may stibstantially

change as result of these reforms and related discussions Ii is possible that these entities as reformed or the

successors to these entities may requite changes to the way title insurance is priced or delivered changes to

standard policy terms or other changes which may make the title insurance business less profitable These

rclorms ntav also alter the home loan market uch as by causing higher mortgage interest rates due to decreased

govcintncntal support of mortgage-backed securities These consequences could he materially adverse to the

Co ni pan and its ft nanct il cot id itt on

ihe Cwnpanv mavfind ii difficult to acquire necessary data

Certain data used and supplied by the Company are subject to regulation by various federal state and local

-egulatory authorities Compliance with existing federal state and local laws and iegulauons with respect to stich

data has not had material adverse effect oti the Companys results of opetations financial condition or liquidity

to date Nonetheless federal state and local laws and regulations in the United States designed to protect the

public from the misuse of personal information in the marketplace and adverse publicity or potential litigation

concerning the commercial use of such information may aftect the Companys operations and could result in

substantial regttlatory compliance expense litigation expense and loss of revenue The suppliers of data to the

Company face similar hurdens and consequently the Company may find it financially burdensome to acquire

necessary data

/0 Regulation of title insurance rates could adverseli affect the Companys results of operation.s

Title insurailce ales are subject to extensive regulation which varies from state to state In many states the

approval of the applicable Slate insurance iegulator is required prior tC implementing rate change This

regulation could hinder the Companys ability to promptly adapt to changing market dynamics through price

adjustirients which could adversely affect its results of operations particularly in rapidly declining market
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ii As holding company the Company depends on distributions from its subsidiaries and

distributions from its subsidiaries are materially impaired the Companys ability to declare and pay dividends

may be adversely affected in addition insurance and other regulations limit the amount of dividends loans

and advances available roin the Companys insurance subsidiaries

The Company is holding company whose primary assets arc investments in its operating subsidiaries The

Companys ability to pay dividends is dependent on the ability of its su1isidiaries to pay dividends or repay funds

If the Companys operating subsidiaries are not able to pay dividends or repay funds the Company may not be

able to fulfill parent company obligations and/or declare and pay dividends to its stockholders Moreover

pursuant tO insurance and other regulations under which the Companys insurance subsidiaries operate the

amount of dividends loans and advances available is limited Under such regulations the maximum amount of

dividends loans and advances available in 201 from these insurance subsidiaries is $194.3 million

12 The Companys pension plan is current/v underfunded and pension expenses and funding obligations

could increase significantly as result o.f weak performance offinancial markets and its j7ecf on plan assets

The Company is responsible for the obligations of its delined benefit pension plan which it assumed from

its lonner parent The First American Corporation on June 2011 in connection with the spin-off transaction

which was consummated on that date The plan was closed to new entrants effective December 31 2001 and

amended to freeze all benefit accruals as of April 30 2008 The Companys future funding obligations for this

plan depend among other factors upon the future performance of assets held in trust for the plan The pension

plan was underfunded as of December 31 2010 by approximately $108.4 million and the Company may need to

make significant contributions to the plan In addition pension expenses and funding requirements may also be

greater than currently anticipaied if the market values of the assets held by the pension plan decline or if the other

assumptions regarding plan earnings and expenses require adjustment On June 2010 CoreLogic Inc issued

$19.9 million promissory note to the Company which approximated the unfunded portion of the liability

attributable to the plan participants that were employed in the information solutions group of The First American

Corporation There is no guarantee thai CoreLogic Inc will fulfill its obligation under the note or thai the

amount of the note will be sufficient to ultimately cover the unfunded portion of the liability attributable to these

employees The Companys obligations under this plan could have material adverse effect on its results of

operations
financial condition and liquidity

13 Weakness in the commercial real estate market or an increase in the amount or severity of claims in

connection with commercial real e.state transactions could adversely qffect the Company results qf

operations

The Company issues title insurance policies in connection with commercial real estate transactions

Premiums paid and limits on these policies are large relative to policies issued on residential transactions

Because claim under single policy could be significant title insurers often seek reinsurance or coinsurance

from other insurance cotnpanies both within and outside the industry The Company both receives and provides

such coverage Additionally the pretax margin derived from these policies generally is higher than on other

policies Disruptions in the commercial real estate market including limitations on available credit and defaults

on loans secured by commercial real estate may result in decrease in the number of commercial policies issued

by the Company and/or an increase in the nuniber of claims it incurs on commercial policies As reference

commercial premiums earned by the Company in 2009 decreased nearly 50 percent compared with the amount

earned in 2006 further decrease in the number of commercial policies issued by the Company or an increase in

the amount or severity of claims it incurs on commercial policies could adversely affect the Companys results of

operations
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14 Actual claims experience could material/v vat from time expected claims experience reflected in the

Companys reserve for incurred but not reported JBIVR title claims

Title insurance policies are long-dLtration contracts with the majority of the claims reported within the first

jew years following the issuance of the policy Generally 70 to 80 percent of claim amotints become known in

the first live years of the policy life and the majority of IBNR reserves ielate to the five most recent policy years

material change in expected ultimate losscs and corresponding loss rates br policy years older than live years

hilc possiblc is not considered reasonably likely However changes in expected ultimate losses and

corresponding bos.s rates ftir recent policy years arc considered likely and could result in material adjustment to

the IBNR reserves Based on historical experience management believes 51 basis point change to the loss rates

or the most recent policy years positive or negative is believed to he reasonably likely given the long duration

nature ol title insurance policy For example the expected ultiritate losses for each of the last five policy

cars increased or decreased by 50 basis points the resLilting impact on the Companys IBNR reserve would be

an increase or decrease as the case may he of $105.1 million The estimates made by management in

determining the appropr .ite level of II3NR reserves could Lillimately prove to be inaccurate and actual claims

experience mna vary rum the expected clam nis experience

15 Systems interrupitons and intrusions may impair the delivey of the Companys products and services

System interruptions and intrusions nay impair the delivery of the Companys products and services

resulting in loss of custoniers and corresponding loss in revenue The Companys businesses depend heavily

upon computer systems located in its data centers Certain events beyond the Companys control including

natural disasters telecommunications failures and intrusions into the Companys systems by third parties could

temporarily or permanently interrupt the delivery ol products and services These interruptions also may interfere

with suppliers ability to provide necessary data and employees ability to attend work and perform their

responsibilities

16 The Company map not be able to realize the benefits u/its /fchore strategy

The Company Liti lies lower cost labor in foreign countries such as India and the Philippines among others

lhcsc countries are subject to relatively high degrees of political and sccial instability and may lack the

infrastructure to withstand natural disasters Such disruptions could decrease efficiency and increase the

Companys costs in these countries Weakness of the United States dollar in relation to the currencies used in

these fomeign countries may also reduce the savings achievable through this strategy Furthermore the practice of

utilizing labor based in foreign countries has come under increased scrutiny in the United States and as result

sonic of the Companys cListomers may reqture it to use labor based in the United States Laws or regulations that

require the Company to use labor based in the United States or effectively increase the cost of the Companys

foreign labor also could he enacted The Company may not he able to pass on these increased costs to its

customers

17 Iroduct migration ma result in decreased revenue

Custoiriers of many i-cal estate settlement services the Company provides increasingly rcqtmirc these services

to be delivered faster cheaper and more efficiently Many of the traditional products it provides are labor and

time intensive As these customer pressures increase the Company may be forced to replace traditional prodticts

with automated products that can be delivered electronically and with limited human processing Because many

of these tiiditionial products have higher prices than corresponding automated products the Companys revenues

nay decline
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18 Increases in the size of the Companys customers enhance their negotiating position vis-à-vis the

Company and may decrease their need for the services offered by the Company

Many of the Companys customers are increasing in size asa result of consolidation or the failure of their

competitors For example the Company believes that three lenders collectively originate more than 50 percent of

mortgage loans in ihe United States As result the Company may derive higher percentage of its revenues

from smaller base of customers which would enhance the negotiating power of these customers with respect 10

the pricing and the terms on which these customers purchase the Companys products and other matters

Moreover these larger customers may prove more capable of performing in-house some or all of the services the

Company provides or with respect to the Companys title insurance products more willing ic assume the risk of

title defects themselves and consequently the demand for the Companys products and services may decrease

These circumstances could adversely affect the Companys revenues and profitability Changes in the

Companys relationship with any of these customers the loss of all or portion of the business the Company

derives from these customers or any refusal of these customers to accept the Companys policies could have

material adverse effect on the Company

19 certain provisions of the Companys bylaws and certificate of incorporation may reduce the

likelihood of any unsolicited acquisition proposal or potential change of control that the company

stockholders might consider favorable

The Companys bylaws and certificate of incorporation contain provisions that could he considered anti-

takeover provisions because they make it harder for third-party to acquire the Company without the consent of

the Companys incumbent board of directors Under these provisions

election of the Companys board of directors is staggered such that only onethird of the directors are

elected by the stockholders each year and the directors serve three year terms prior to reelection

stockholders may not remove directors without cause change the size of the board of directors or

except as may be provided for in the terms of preferred stock the Company issues in the luture fill

vacancies on the board of directors

stockholders may act only at stockholder meetings and not by written consent

stockholders must comply with advance notice provisions for nominating directors or presenting other

proposals at stockholder tneetings and

the Companys board of directors may without stockholder approval issue preferred shares and

determine their rights and terms including voting rights or adopt stockholder rights plan

While the Company believes that they are appropriate these provisions which may only be amended by the

affirmative \ote of the holders of approximately 67 percent of the Companys issued voting shares could have

the effect of discouraging an unsolicited acquisition proposal or delaying deferring or preventing change of

control transaction that might involve premium price or otherwise he considered favorably by the Companys
stockholders

20 The companys investment porfiiio is su.Iject to certain risks and could experience losses

The Company maintains substantial investment portfolio riinarily consisting of fixed immcotrtc securities

including tnortgage-backe.d and asset-backed securities and as of December 31 2010 5239.5 million in

common stock of CoreLogic that was issued to the Company in connectiomi with its spin-off Separation troni

CoreLogic The investment portfolio also includes money-toarket and other shorttenn investments as well as

some preferred and other common stock .Se.curities in the Companys investment portfolio are subject to certain

economic and financial market risks such as credit risk interest rate including call prepayment and extension

risk and/or liquidity risk Because substantial proportion of the portfolio consists of the common stock of

single issuer CoreLogic the risk of loss in the portfolio also is impacted by factors that influence the value of
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CoreLogics stock including but nol limited to CoreLogics financial results and the markets perception of

CoreLogics and its industrys prospects Additionally the risk of loss associated with the portfolio is increased

during periods such as the present pcriod of instability in credit markets and economic conditions If the

cari\iite aluc of the investments exceeds the fur value and the decline in liar value is deemed to he other-than

telnporar\ the Compan will be required to write down the value ol the investments which could have

material adverse effect oii the Company results of operations statutory surplus and financial condition

21 The Company could have conflicts with CoreLogic

The Company and CoreLogic were part of single publicly traded company The First American

Corj.oration until the Companys spinoff separation from CoreLogic on .lune 2010 Conflicts with CoreLogic

may arise as iresult of the Companys agreements with CoreLogic Competition between the companies also

could iesult in conflicts While current competition between the companies is not material the extent of future

competition could increase In addition Parker Kennedy serves as the executive chairman of both the

Company and CoreLogic and therefore has obligations to both companies As such conflicts of interest with

respect to matters potentially or actually affecting both companies may arise Conflicts competition or conflicts

of interest pertaining to the Companys relationship with CoreLogic could adversely affect the Company

Item lB Unresolved Stall Comments

None

Item Properttes

We maintain our executive offices at MacArthur Place in Santa Ana California In 2005 The First

American Corporation expanded its threebuilding office campus through the addition of two fourstory office

buildings totaling approximately 226.000 square feet two-story fiee standing 52.000 square foot technology

center and twostory parking structure bringing the total square footage to approximately 490000 square feet

The original three office buildings totaling approximately 210000 square leet and the fixtures thereto and

underlying land are subject to deed of trust and security agreement securing payment of promissory note

evidencing loan made in October 2013 to our principal title insurance subsidiary in the original sum of $55.0

million This loan is payable in monthly installments of principal and interest is fully amortizing and matures

November 2023 The outstantling principal balance of this loan was $41.7 million as of December 31 2010

Our title insurance subsidiary owns and operates these properties and leases approximately 106956 squue feet

within one of the buildings to CoreLogic for its executive nlfices pursuant to lease that was entered into in

connection with the separation The technology center refcmred to above is primarily utilized and maintained by

the Company hut also houses physically segregated servers belonging to CoreLogic which arc maintained by

Core Logic

One of our subsidiaries in the title insurance and services segment leases an aggregate of appioxinately

134010 square feet of office space
in four buildings of the International lechnology Park in Bangalore India

l-ive of the six leases associated with this space expire in 2012 arid the sixth is currently month-tomonth lease

We liuie the option to terminate all of the leases in the International leehnology Park in 2011

The office lacilities we- occupy are in all material respects
in good condition and adequate for their

intended use

Item Legal Proceedings

ihe Company and its stibsidiaries are parties to number of non-ordinary course lawsuits Frequently these

lawsuits are similar in nature to other lawsuits pending against the Companys competitors
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For those non-ordinary course lawsuits where the Company has determined that loss is both probable and

reasonably estimable liability representing the best estimate of the Companys financial exposure based on

known facts has been recorded Actual losses may inaicrially differ from the amounts recoi-ded

For substantial majority of these lawsuits however it is not possible to assess the probability of loss Most

of these lawsuits are putative class actions which require plaintiff to satisfy number of procedural

requirements before proceeding to trial These requirements include among others demonstration to court that

the law proscribes in some mannCr the Companys activities the making of factual allegations sufficient to

suggest that the Companys activities exceeded the limits of the law and determination by the court known as

class certification thai the law permits group of individuals to pursue the case together as class If these

procedural requirements are not met either the lawsuit cannot proceed or as is the case with class certification

the plaintiffs lose the financial incentive to proceed with the case or the amount at issue effectively becomes de

minimus Frequently courts determination as to these procedural requirements are subject to appeal to

higher court As result of among other factors ambiguities and inconsistencies in the myriad of laws applicable

to the Companys business and the uniqueness of the factual issues presented in any given lawstut the Company

often cannot determine the probability of loss until court has Finally detennined that plaintiff has satisfied

applicable procedural requirements

Furthermore because most of these lawsuits are putative class actions it is often impossible to estimate the

possible loss or range
of loss amounts even where the Company has determined that loss is reasonably

possible Generally class actions involve large number of people and the effort to determine which people

satisfy the requirements to become plaintiffsor class membersis often time consuming and burdensome

Moreover these lawsuits raise complex factual issues which result in uncertainty to their outcome and

ultimately make it difficult for the Company to estimate the amount of damages which plaintiff might

successfully prove In addition many of the Companys businesses are regulated by various federal state local

and foreign governmental agencies and are subject to numerous statutory guidelines These regulations and

statutory guidelines often are contplex inconsistent or ambiguous which results in additional uncertainty as to

the outcome of given lawsuitincluding the amount of damages plaintiff might he affordedor makes it

difficult to analogize experience in one case or jurisdiction to another case or jurisdiction

Most of the nonordinary course lawsuits to which the Company and its subsidiaries arc parties challenge

practices in the Conipanys title insurance business though limited number of cases also pertain to the

Companys other businesses These lawsuits include among others cases alleging among other assertions that

the Company one of its subsidiaries andlor one of its agents

charged an improper rate for title insurance in refinance transaction including

Boucher First American Title Insurance Company filed on May 16 2007 antI pending in the

United States District Court for the Western District of Washington

Campbell First American Title insurance Company filed on August 16 2008 and pending ill the

United State.s District Court for the District of Maine

First American Title insurance Company filed on August 22 2007 and pending in the

United States Disirict Court for the Noohern District of Texas

Hamilton First American Title Insurance Company ci at. filed on August 25 2008 and pending

in the Superior Court ol the State of North Carolina Wake County

Haskins First American Fifle Insurance Company filed on September 29 2010 and pending in

the United States District Court for the District of New Jersey

Hickman First American Title insurance Company filed on May 25 2007 and pending in the

United States District Court for the District of Ohio

Johnson First American Title insurance Company filed on May 27 2008 and pending iii the

United States District Court for the District of Arizona
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Lang First American Title Insurance Company of New york filed on January II 2008 and

pendinu in the United Staics District Court for the Western District of New York

Levine First American Title insurance Company filed on February 26 2009 and pending in the

United States District Court for the Eastern District of Pennsylvania

1_ewis First American Title Insurance Company filed on November 28 2006 and pending in the

United States District Court for the District of Idaho

Raffone First American Title Insurance Company fifed on February 14 2004 and pending in the

Circuit Court Nassau County Florida

Scott First Amcrtcan Title Insurance Company filed on March 2007 and pending in the United

States District Court for the Eastern District of Kentucky

Slapikas First American Title insurance Company filed on December 19 2005 and pending in

the United States District Court for the Western District of Pennsylvania and

1db First American Title Insurance Company filed on July 2009 and pending in the United

States District Court for the District of New I-iampshire

All of these lawsuits are putative class actions court has granted class certification only in Campbell
lant ton North Carolina Lu ni ton Texas Johnson I...cwi .s Raffone and lapikas An appeal to

higher court is pending with respect to the granting ol class certification in Hamilton Texus and

motion to decertify the class in Campbell is pending For the reasons stated above the Company has

been unable to assess the probability of loss or estimate the possible loss or the range of loss or where

the Company has been able to make an estimate the Company believes the amount is immaterial to the

financial statements as whole

purchased minority interests in tide insurance
agents as an inducement to refer title insurance

underwriting business to the Company gave items of value to title insurance agents and others for

referrals of business and paid marketing fees to real estate brokers as an inducenient to icier home

warranty business in each case in violation of the Real Estate Settlement Procedures Act including

Edwards First American Fitianciaf Corporation fi led on June 12 2007 and pending in the United

States District Court for the Central District of California

Gabmano First Airmericani Title Insurance Company ci al filed on February 2008 and pending in

he Lnmmed Suites District fo lull for the Eastern District of New York

au First American Ionic Buyers Protection Corporation liled on July 29 2010 and pending in

die United States District Court Middle District of Florida Ft Myers Division and

Za dana imst ncrican inancial Corporation et al Ii led on .1 Lily 2008 amid pending in the

United States District Court for the Northern District of California

All of these lawsuits are putative class actions for which class has not been certified except in

Edwards in Edwards narrow class hits been certified and information is being exchanged for the

purpose of enabling the plaintiff to argue whether broader class is appropriate In addition petition

for hearing on the legal right of the Edwards plaintiff to sue is pending in the United States Supreme
Court For the reasons stated above the Company has been unable to assess the probability of loss or

estimate the possible los.s or the range of loss

conspired with its competitors Rm fix prices or otherwise enuaged in iinticompetitive behavior including

Barton First American Title Insurance Company ci al filed Marc 10 2008 and pending in the

United States District Court br the Northern District of California

Iolt First American litle Insurance Company ci a. filed March II 2008 and pending in the

United States District Court for the Eastern District of Pennsylvania



Katz First American iite Insurance Company et al tiled March 18 2008 and pending in the

United States District Court for the Northern District of Ohio

McCray First American Title Insurance Company et a. filed October 15 2008 and pending in

the United States District Cotirt for the District of Delaware and

Swick First American Title Insurance Company et a. filed March 19 2008 and pending in the

United States District Court for the District of New Jersey

All of these lawsuits are putative class actions for which class has not been certiied Consequently

for the reasons described above the Company has not yet been able to assess the probability of loss

engaged in the unauthorized practice of law including

Gale First American Title Insurance Company ci filed on October 16 2006 and pending in

the United States District Court for the District of Connecticut and

Katin First American Signature Services Inc. et al filed on May 2007 and pending in the

United States District Court for the District of Massachusetts

Both of these lawsuits are putative class actions for which class has not been certified Consequently

for the reasons dcscri bed above the Company has not yet been able to assess the probability of loss

overcharged or improperly charged fees lr products and services provided in Connection with the

closing of real estate transactions denied home warranty claims recorded telephone calls acted as an

unauthorized trustee and gave items of value to developers builders and others as inducements to refer

business in violation of certain other laws such as consumer protection laws and laws generally

prohibiting unfair business practices and certain obligations including

Carrera First American Home Buyers Protection Corporation filed on September 23 2009 and

pending in the Superior Court of the State of California County of Los Angeles

Chassen First American Financial Corporation el al. tiled on January 22 2009 and pending in

the United States District Court for the District of New Jersey

Coleman First American I-Tome Buyers Protection Corporation ci filed on August 21 2009

and pending in the Superior Court of the State of California County of Los Angeles

Diaz First Anierican Home Buyers Protection Corporation filed on March It 2009 and pending

in the United States District Court for the Southern District of California

Diehl First American Title Insurance Company et al. filed on December II 2009 and pending in

the United States District Court for the District of Montana

Eide First American Title Company tiled on February 26 2010 and pending in the Superior

Court of the Slate of California County of Kern

Gunning First American Title Insurance Company filed on July 14 2008 and pending in the

United States District Court for the Eastern District of Kentucky

Kaufman First American Financial Corporation et al filed on December 21 2007 and pending

in the Superior Court of the State of California County of Los Angeles

Kirk First American Financial Corporation filed omi June 15 2006 and pending in the Superior

Court of the State of California County of Los Angeles

Sjobring First American Financial Corporation ci a. filed on February 25 2105 and pending in

the Superior Couri of the State of California County of Los Angeles

Tavenner Talon Group filed on August 18 2009 and pending in the United States District CcLirl

for the Western District of Washington and
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Wilmot First Amenean Financial Corporation et al. filed on April 20 2007 and pending in the

Superior Court of the State of California County of Los Angeles

All of these lawsuits are putative class actions for which class has not been certified Consequently

for the reasons described above the Company has not yet been able to assess the probability of loss

While some of the lLiWSLiitS described above may be material to our operating results in any particular period if an

uiilavorable outcome results the Company does not believe that any of these awsuits will have material

adverse effect on the Companys overall financial condition

Additionally on March 2010 Bank of America NA fled complaint in the North Carolina General

Court of Justice Superior nun Division against United General Title insurance Company and First American

Title insurance Company The plaintiff alleges that the defendants failed to pay or failed to timely respond to

certain claims nude on title insurance policies issued in connection with home equity loans or lines of credit that

arc now in default According to the complaint these title insurance policies which did not require title search

were intended to protect against the risks of certain defects in the title to real property including undisclosed

inters citing liens esting problems and legal description errors that would have hee.n discovered if the plaintiff

laid conducted lull title search As indicated in the complaint Fiserv Solutions Inc Fiserv as agent for the

detcndant.s was aUthorized to issue cern fieates evidencing that given loan was insured The complaint also

indicates thai plaintiff was required to satisfy certain criteria before title would he insured This involved

rcs ewing borr.iwer statements to the lender when applying for the loan thl reviewing the borrowers credit

report and addressing secured mortgages appearing on the credit report which did not appear on the

borrowers loan application The plaintiff alleges that the failure to pay or timely respond to the subject claims

was done in bad faith and constitutes breach of the title insurance policies issued to the plaintiff The plaintiff is

seeking monetary damages punitive damages where permitted treble damages where permitted attorneys fees

and costs where permi ted declaratory judgment and prejudgtncnt and postjudgment interest

On April 20 11 the Company filed an answer to Bank of Americas complaint and flied third party

complaint within the same litigation against Fiserv for breach ol contract indemnification and other matters The

Companys agreement with Fiscrv required Fiserv among other things to ensure that the Companys policies

were issued in accordance with prudent practices to refrain from issuing the Companys policies unless it had

determined the product could be properly issued in accordance with the Companys standards and to piovide

rcasonahle assistance in claiiris handling The agreement also required Fiserv to indenmify the Company for

certain losses including losses resulting front Fiservs failure to comply with its agreement with the Company or

with Company instruetmns or from its negligence or misconduct

As indicated above this lawsuit pertains to claims on title insurance policies issued by the defendants The

Company provides for title insurance losses through known claims reserve and an incurred but not reported

tiBNR claims reserve tfor discussion of the Companys reserve for known and IBNR claims see Note

Description of the Company and Note Reserve for Known and incurred But Not Reported Claims to the

consolidated financial statements included in Item 8.1 inancial Statements and Supplementary Data of Part Ii

of this report portion of the known claims reserve is attributable to certain of the claims that are the subject of

this lawsuit and portion ut the BNR claims reserve is attributable to the title insurance products that arc the

subject of the lawsuit and similar products issued to others The ultimate outcome of this lawsuit is subject to

number of uncertainties including the amount of responsibility that court ma apportion to Fiserv whether

court determines that the ulefendants are entitled to certain documents requested as part of the claims submission

process the contents ol those documents and whether court itt terprets the title insurance policies that are the

subject of the lawsuit iii irtanner consistent with the Companys untlerstanding As result of this uncertainty it

is currently not possible to estimate whether the loss or range of loss is greater than the amount of the known

claims reserve and the IBNR claims reserve attributable to the claims that are the subject of this lawsuit II this

uncertainty is resolved in manner that is unfavorable to the Company the ultimate resolution of this lawsuit

could have material aulverse effect on the Companys financial condition results of operations cash flows or

liquidity
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The Company also is party to non-ordinary course lawsuits other than those described above With respect

to these lawsuits the Company has determined either that loss is not probable or that the possible loss or range

of loss is nct material to the financial statements as whole

The Companys title insurance property and casualty insurance home warranty thrift trust and investment

advisory businesses are regulated by various federal state and local governmental agencies Many of the

Companys other businesses operate within statutory guidelines Consequently the Company may from time to

time he subject to audit or investigation by such governmental agencies Currently governmental agencies are

auditing or investigating certain of the Companys operatton.s These audits or investigations include inquiries

into among other matters pricing and rate setting practices in the title insurance industry competition in the title

insurance industry title insurance customer acquisition and retention practices
and agency relationships With

respect to matters where the Company has determined that loss is both probable and reasonably estimable the

Company has recorded liability representing its best estimate of the financial exposure based on known facts

While the ultimate disposition of each such audit or investigation is not yet determinable the Company does not

believe that individually or in the aggregate they will have material adverse effect on the Companys financial

condition results of operations or cash flows ihesc audits or investigalion.s could however result in changes to

the Cotrtpanys business practices which could ultimately have material adverse impact on the Companys

financial condition results of operatiotis or cash flows

The Company and its subsidiaries also arc involved in nutnerous ongoing routine legal and regulatory

proceedings related to their operations While the ultimate disposition of each proceeding is not determinable the

ultimate resoltition of any
of such proceedings individually or in the aggregate

could have material adverse

effect on the Companys financial condition results of operations or cash liows in the period of disposition

Item and Reserved
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PART 11

Item Market for Registrants Common Equity Related Stockholder Matters and Issuer Purchases of

Equity Securities

Common Stock Market Prices and Dividends

The Coinpans1s commoit stock trades on the New York Stock Exchange ticker symbol FAF The

approxLniale number of record holders of common stock on February 2011 was 3075

High arid low stock prices and dividends declared for June through June 30 2010 and far the third and

fourth quarters of 2t are set hirth in the table below June 2010 was the first day that the Companys
common stock traded regular way on the New York Stock Exchange following the Companys spinoff

separation from The First American Corporation on June 2010

20 It

Cash
Ienod High-low ratige dividends

June 2June 30 2010 $12.31-$l4.48 $0.06

Quarter Ended September30 $12.65-$lS.66 $0.06

Quarter Ended December 31 l3.62-$l5.17 $0.06

We expect that the Company will continue to pay quarterly cash dividends at or above the historical levels

reflected in the iahle above The timing declaration and payment of future dividends however falls within the

discretion of the ornpanys hoard of directors and will depend upon many factors including the Companys
financial ci mdi lion and cain rtgs the capital requt reine nis of our businesses industry practice restrict otis

imposed liv applicable law and any other factors the board of directors deems relevant lioin lime to time In

addition the ability to pay di idends also is potentially affected by the restrictions described in Note Statutory

Restrictions on Investments and Stockholders Equity to the consolidated financial statements included in item

Financial Statements and Supplementary Data of Part 11 of this report

Unregistered Sales of Equity Securities

During the year ended December 31 2010 the Company did not issue any unregistered common stock

Purchases of Equity Securities by the Issuer and Affiliated Purchasers

During the quarter ended December 31 2010 the Company did not purchase any of the Companys
coin mon stock

Stock Perlormance Graph

The tollouii pcrfhrtnaice graph and related infinniarion s/ma/I not he deemed olicitirig natcja/ or

filed nit/i i/ic SEC /10/ shall siti/i intoriflation be i/ICOr by refetetiee into any tiling tinder 1/ic

Securities .4i of /933 or i/ic Seccmritiec Exchanme Act of /934 each amended except to the extelit i/wi it is

speci/irahlv incorporated by reference in/a such filing
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Thc following graph COfllOC5 the cumulative total stockholder return on the Companys common stock with the

correspondmg cumulative total returns of the Russell 2000 Financial Services Index and peer group index for the

penod from June 2010 the lirst day the Companys common stock traded in the regular way market on the New

York Stock Exchange through December 31 20 JO The comparison assumes an investment 01 S100 on June 2010

and reinvestment of dividends This historical performance is not indicative of future performance.
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ihe peer group consists of the following companies American Financial Group Inc Assurant Inc

Cincinnati Financial Corporation Fidelity National Financial Inc The Hanover Insurance Group Inc

Lender Processing Services Inc Mercury General Corporation Old Republic International Corp tJnitnn

Inc White Mountains Insurance Group Ltd. and W.R Berklcy Corporation each of which operates in

business similar to business operated by the Company The compensation committee of the Company

utilizes the compensation practices of these companies as benchmarks in setting the compensatioii of its

executive officers
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Item Selected Financial Data

i/ic cell-lied historical cosolidaieii fnaiieial clcita tar icc AititiitOfl Iinoncuil Corporation i/ic

Company thr i/ic tire-year period ended /ecem/er 31 20/0 hciee been derived from the Companys

consolidated /uiancwl siaicinents presented in ltci-n The selectcd historical con.volidatcd financial data should

lu ieml in ioiijwuIian ui//i the Consolidciied inancial Statements and Notcs iliercto Item 1Bisinesv and

item 7--Monayemarni Discu csioii cinci .I1aI\.5i5 al Financial our/item and Iesu/is o/ pc-rlition.r

ihe onijianv becaimie palm/ic/v irodcd co/npani in conneclion nit/i its spinoff from its prior parcnt The

First American Corporation lJ-ACon June 20/0 the heparai ion I/ia Companys /iisioicdil/iiiwiciai

stcitemenis prior Jo June 20/0 iicne beci derived fm-ow the con.roluiatpd .tinancial sialement.v of and

represent cciiieoui standa/oat combined inancini slatemenrr The combinccI /maneial statements prior to

Jane 2010 include items attributable to the Company and alioccaioiis of general corporate expenses /1-011

11AC4s result the Coinpan .ve/ectcd historical consolidated financial data prior to Jimmie 2010 Ic not

necesscrilv reflect what its financial /wsition or revolts of operations um.mlcl lime been if it lea been operated as

stand-alone public ent0 duuini the pcriod.c coremed prior to lime 20/0 and mar not be indicative of the

.oapan vs fit/are re.vi.mlts at operations cuid financial position See Note Description of the Company to the

consolidated /1 icnicia/ statements tar discussion oldie $c/.mararuit and basis of presentation

First American Financial Corporation and Subsidiary Companies

\ear Ended December 31

Revenues

Net income loss

Net income attributable to noncontrolling

interests

Net income loss attributable to the Company

Total assets

Notes and contracts payable

Allocated irtion ni TFAC debt No/c

Stockholders equity nr FACs invested equity

VaIe it

Return nit as erage stockholders equity or

TFACs ins ested equity

li iclends oil cam ri/an shares

Per share of common stock /Voti 1-- Net ncotne

loss attributable to the Company

Basic .........................
DilLited .............................

Stockholders equity or TFACS invested

equity

Cash dividends

Number of common shaies outstanding

Note E---Weightcd average during the year

Basic

Diluted

End of vein

Other Operating Data uttaudited

Title orders opened i\oie

Fit Ic 1/dels closed Voic

Number employees Note

2011 2009 2011$ 2007 2006

tin thousands except percentages per share amounts and eniplo-ee data

$3906612 $4046834 $4367725 $6076132 $6685587

128956 134277 .$ 72482 122446 213.692

1127 11.888 11523 20.537 23875

127829 122.389 84.005 142.983 189817

$5821 .826 $5530.28 $5720757 $5354531 $5658505

293.817 119313 53969 306582 372.338

140.000 140.000

$1 99372 $2019800 $1891841 $1 .931774 $2564369

7.44

18553 ----

1.23 118 0.81 1.37 1.83

1.20 118 081 1.37 1.83

19.09 19.42 18.19 18.56 24.66

018

104 134 104006 114006 104.1106 104106

106.177 114.006 104.006 104006 104.006

104.457 104006 104.016 104.106 104.006

.458 1769 1.782 2.221 2366

1067 1305 1237 1.538 1.738

16.879 13.963 15.147 19783 23.418
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Note APrior to the Separation portion of TFACs combined debt in the amount of $140.0 million was

allocated to the Company based on amounts directly incurred for the Companys benefit In connection with the

Separation the Company borrowed $200.1 million under its revolving credit facility and transferred such Funds

to CoreLogic which fully satisfied the Companys $140.0 million allocated portion of FFAC debt

Note BStockholders equity refers to the stockholders of the Company and excludes noncontrolltng

interests TFACs invested equity refers to the net assets of the Company which reflects TFACs investment in

the Company prior to the Separation and excludes noncontrolling interests

Note CThe Company did not declare dividends prior to the Separation as it was not stand-alone publicly

traded company until the Separation

Note DPer share information relating to net income is based on weightedaverage number of shares

outstanding for the years presented Per share information relating to stockholders equity is based on shares

outstanding at the end of e.ach year

Note ENumhcr of common shares outstanding for the current year and prior years was computed using

the number of shares of common stock outstanding immediately following the Separation if such shares were

outstanding for the entire period prior to the Separation

Note FTitle order volumes are those processed by the direct domestic title operations of the Company and

do not include orders processed by agents Prior years title order volumes have been reclassified to conform to

the 2010 presentation See Note Description of the Company to the consolidated financial statements for

further discussion of this change in presentation

Note GNumber of employees is based on actual employee hcad.count The increase in headeount in 2011

is due to certain offshore functions that prior to the Separation were performed by TFAC being performed

internally by the Company following the Separation This increase in headc.ount is substantially related to

employees employed outside of the United States
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Item Managements Iiscussion and Analysis of Financial Condition and Results of Operations

Thps Manacenients Discussion and Analysis contains certain financial measures in particular presenLation ol

certain balances excluding the impact of non-recurring items that arc not presented in accordance with generally

accepted accounting principles tGAAP The Company is presenting these non-GAAP financial measures

because they provide ihe Companys management and readers of the Annual Report on Fonn 10K with additional

insight into the operational performance of the Company relative to earlier periods and relative to the Companys
Competitors The Company does not intend 6r these non-GAAP financial measures to be substitute for any GAAP
flnancial information Readers of this AnnLial Report i.in Form 10K should use these nonGAAP financial measures

only tn conjunctioti with the comparable GA\l financial measures

Spin-oil

The Company became
ii publicly traded company lollos ing its spinoil from its prior parent The First

American Corporation TFACi on June 2010 theSeparation On that date TFAC distributed all of the

Companys outstanding shares to the record date shareholders of TFAC fin oneforone basis the Distribution
Alter the Distribution the Company owns TFACs iinancial services businesses and TFAC which reincorporated

and assuirmed the name Corchoyic Inc Cotel.ogte continues to own its information solutions businesses The

Companys conimnon stock trades on the New York Stock Exchange tinder the FAF ticker smbol and

CoreLogics eomtrton stock trades ott the New York Stock Exchange uneler the ticker symbol CLGX

To effect the Separation TFAC and the Company entered into Separation and Distribution Agreement the

Separation and Distribution Agreement that governs the rights and obligations of the Company and CoreLogic

regarding the Distribution It also governs the relationship between the Company and CoreLogic subsequent to

the completion of the Sepatation and provides for the allocation between the Company and CoreLogic of

T1ACs assets and liabilities The Separation and Distribution Agreement identifies assets liabilities and

contracts that were allocated between CoreLogie and the Company as part of the Separation and describes the

tmansfcrs assumptions and assignments of these assets liabilities and contracts In particular the Separatioti and

Distribution Agiecinent provides that subject to the terms and conditions contained therein

All ot the assCt.s and iahilttics primaril related to the Companys businessprimarily the business and

operations of FFACs title insurance and services segment and specialty insurance segmenthave been

retained or tmansterred to the Company

All of the assets and liabilities primarily related to CoreLogics businessprimarily the business and

operations of TEACs data and analytic solutions informuion and oulsourcing solutions and risk

mitigation and business solutions segmentshave been retained by or ttansferrcd to CoreLogie

On the record date fir the Distribution lFAC issued to the Company and its principal title insurance

subsidiary First American litle Insurance Company FAlICO number of shares of its common
stock that resulted in the Company and FATICO collectively owning 12.9 million shares of CoreLogics
common stock immediately following the Separation See Note IS Iransactions with CoteLogic/TFAC

to the consolidated financial statements for further discussion nf the CoreLogic stock

The Company efhctively assumed $2f0.0 million of the outstanding liability for indebtedness under

lFACs senior secured credit facility through the Companys borrowing and translerring to CorcLogic
of $20t.t million under the Companys credit facility in connection with the Separation See Note

Notes and Contracts Pavahle to the consolidated financial statements for further discussion of the

Companys credit facility

Ihe Separation resLilted in net distribution from the Company to TFAC of $156.6 million In connection

with such distribution the Company assutned $22.1 million of accumulated other comprehensive loss net of tax

which was primarily related to the Companys assumption of the ttnfunelcd portion of the defined benefit pension

obligation associated with participants who were employees of the businesses retained by Corel..ogic See Note

14 Employee Benefit Plans to the consolidated financial statements for additional discussion of the defined

benefit pension plait
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Principles of Combination and Basis of Presentation

The Conipanys historical financial statements prior to June 2010 have been prepared in accordance with

generally accepted accounting principles and have been derived from the consolidated financial statements of

TFAC and represent carveout stand-alone combined linancial statements The combined financial statements

prior to June 2010 include items attributable to the Company and allocations 01 general corporate expenses

from TFAC

The Companys historical financial statements prior to June 2010 include assets liabilities revenues and

expenses directly attributable to the Companys operations The Companys historical financial statements prior

to June 2010 reflect allocations of corporate expenses from TFAC for certain functions provided by TFAC

including hut not limited to general corporate expenses related to finance legal information technology human

resources communications compliance facilities procurement employee benefits and share-based

compensation These expenses
have been allocated to the Company ott the basis of direct usage when

identifiable with the remainder allocated on the basis of net revenue domestic headcount or assets or

combination of such drivers The Company considers the basis on which the expenses
have been allocated to be

reasonable reflection of the utilization of services provided to or the benefit received by the Company during the

periods presented The Companys historical financial statements prior to June 20 It do not reflect the debt or

interest expense
it might have incurred if it had been stand-alone entity in addition the Cornpatiy expects to

incur other expenses not reflected in its historical linancial statements prior to June 2010 as result of being

separate publicly traded company As result the Companys historical financial statements prior to June

2010 do not necessarily reflect what its financial position or results of operations would have been if it had been

operated as stand-alone public entity during the periods covered prior to June 2010 and may not be

indicative of the Companys future results of operations and financial position

Principles of Consolidation

The consolidated financial statements have been prepared in accordance with generally accepted accounting

principles and reflect the consolidated operations of the Company as separate stand-alone publicly traded

company subsequent to June 2010 The consolidated financial statements include the accounts of First

American Financial Corporation and all controlled subsidiaries All significant interconipany transactions and

balances have been eliminated Investments in which the Company exercises significant influence but does not

control and is not ihe primary beneficiary are accounted for using the equity method Investments in which the

Company does not exercise significant influence over the investee are accodtnted for under the cost method

Reportable Segments

The Company consists of the following reportable segments and corporate function

The Companys title instirance and services segment issues title insurance policies on residential and

commercial property in the United States and offers similar products and services internationally This

segment also provides escrow and closing services accommodates tax-deferred exchanges of real estate

maintains manages and provides access to title plant records and images and provides banking trust

and investment advisory services The Company through its principal title insurance subsidiary and

such suhsicliatys affiliates transacts its title insurance business through network of direct operations

and agents Through this network the Company issues policies iti the 49 states that pertnit the issuance

of title insurance policies and the District of Columbia The Company also offers title insurance and

sitnilar products as well as related services either directly or through joint ventures in foreign countries

including Canada the United Kingdom and various other established and emerging markets

The Companys specialty insurance segment issues property and casualty insurance policies and sells

home warranty products The property and casualty insurance business provides insurance coverage to

residential homeowners and renlers for liability losses and typical hazards such as fire theft vandalism

and other types of property damage This business is licensed to issue policies in all 50 States and

actively issues policies in 43 states in its largest market California it also oflers preferred risk auto
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insurance to better compete with other carriers offering bLindled home and auto insurance The home

warranty business provides residential service contracts that cove.r residential systems and appliances

against failures that occur as the result of normal usage luring the coverage period This business

currently operates in 39 states and the District of Columbia

The corporate division consists of certain Financing iaeiliiics as well as the corporate services that
support

the ornpanvs business operations

Critical Accounting Policies and Estimates

The Conipanvs management considers the accounting policies described below to be critical in preparing

the Companys consolidated financial statements These policies require management to make estimates and

judgments that affect the reported amounts of certain assets liabilities revenues expenses and related

disclosures contingencies .See Note Description of the Company to th.e consolidated financial statements for

more detailed description of the Companys accounting policies

Reienuc recognition Title premiums on policies issLietI directly by the Company are recognized on the

effective date of the title policy and escrow fees are recorded upon close of the escrow Revenues iroin title

policies issued by independent age.nLs arc recorded when notice of issuance is received from the agent which is

generally when cash paynient is received by the Company Revenues earned by the Companys title plant

management business ue recognized at the time of delivery as the Company has no significant ongoing

ohl iganon after deli very

Direct premiums of the Companys specialty insurance segment include revenues from home warranty

COttUUIS hicli arc recognized ratably over the 12month duration of the contracts and revenues from property

and casualty insurance policies which arc also recognized ratahls over tIme 2month duration ol the policies

Interest on loans of the Coiripany thrift subsidiary is recognized on the outstanding principal balance on

the accrual basis Loan origination fees and relaied direct loan origination costs are deferred and recognized over

the life of the loan Revenues earned by the other products in the Companys trust and banking operations are

recognized at the time 01 delivery as the Company has no significant ongoing obligation alter delivery

Provision for p0/u losses The Company provides For title insurance losses by charge to expense when the

related premium revenue is recognized The amount charged to expense is generally determined by applying tate

the loss provision rate to total title insurance premiums and escrow fees The Companys management estimates

the loss provision i-ate at tlie beginning of each year and reassesses the rate quamierly to ensure that the resulting

incurred but not reported IBNR loss reserve and known claims reserve included in the Companys consolidated

balance sheets together reflect managements best estimate of the total costs required to settle all IBNR and known

claims If the ending II3NR reserve is riot considered adequate an adjustment is recorded

he process of assessing the loss provision rate and the resulting II3NR reserve involves evaluation of the

results of both an nihouse actuarial review and independent actuarial analysis The Companys in-house actuary

perlorms reserve analysis utilizing generally accepted actuarial methods that incorporate cutriulative historical

claims experience and information pr.idcd by in-house claims and operations personnel Current economic and

business trends at-c also reviewed and used in the reserve analysis These includ.e real estate and mortgage

markets conditmons changes in residential and commercial real estate values and changes in the levels of defaults

and foreclosures that may allect claims levels and patterns of emergence as well as any companyspecific lactors

that nay he i-clevant to past arid future claims
experience Results from the analysis include but are not limited

to range of IBNR reserve estimates and single point estimate br IBNR as of the balance sheet date

For recent p1 icy yemus at early stages of development generally the last three years EBNR is estimated by

applying an expected loss rate to total title insurance preniitims and escrow fees and adjustitig for policy year

maturity using the estimated loss development patterns The expected loss rate and patterns are based on historical

experience and the relationship of the history to theapplicahle policy years Ihis is generally accepted actuarial

method of determining EBNR for policy years at early development ages LBNR calculated in this way differs from
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the IBNR multiplicative loss development factor calculation would produce Factor-based development effectively

extrapolates results io date forward through the lifetime of the policy years development

For more mature policy years generally policy years aged more than three years 1.BNR is estimated using

multiplicative loss development factor calculations These years were exposed to adverse economic conditions

during 20072010 that may have resulted in acceleration of claims and one-time losses The possible

extrapolation of these losses to future development periods by using factors was considered The impact of

economic conditions during 2007-2010 is believed to account br much less significant portion of losses on

policy years 2004 and prior than on more recent policy years Policy years 2004 and prior were at relatively

mature ages when the adverse development period began in 2007 and much of their losses had already been

incurred by then In addition the loss development factors for policy years 2007 and prior are low enough that

the potential for over-extrapolation is limited to an acceptable level

The Company utilizes an independent third party actuary who produces report with estimates and

projections of the same financial items described above The third party actuarys analysis uses generally

accepted actuarial methods that may in whole or in part be different from those used by the in-house actuary The

third party actuarys report is used to validate the reasonableness of the in-house analysis

The Companys management uses the IBNR point estimate from the inhouse actuarys analysis and other

relevant information it may have concerning claims to determine what ii considers to be the best estimate of the

total amount required for the IBNR reserve

Title instirance policies are longduration contracts with the majority of the claims reported to the Company

within the first few years following the issuance of the policy Generally to 80 percent of ctaim amounts become

known in the first five years of the policy life and the majority of reserves relate to the live most recent

policy years material change in expected ultimate losses and corresponding loss rates for policy years older than

live years while possible is not considered reasonably Jikely by the Company However changes in expected

ultimate losses and corresponding loss rates for recent policy years are considered likely and could result in

material adjustment to the IBNR reserves Based on historical experience the Company believes that 50 basis

point change to one or more of the loss rates for the most recent policy years positive or negative is reasonably

likely given the long duration nature of title insurance policy Ii the expected ultimate losses for each of the last

five policy years increased or decreased by 50 basis poilts the resulting impact on the IBNR reserve would be an

increase or decrease as the case may be of $105.1 million The estimates made by matlagement in determining the

appropriate level of IBNR reserves could ultimately lrovc to he inaccurate and actual claims experience may vary

fJm expected claims experience

The Company provides for property and casualty insurance losses when the insured event occurs The

Company provides for claims losses relating to its home warranty business based on the average cost per claim as

applied to the total of new claims incurred The average cost per home warranty claim is calculated using the

average of the most recent 12 months of claims experience

summary of the Companys loss reserves broken down 0110 its components of known title claims

incurred but not reported and non-title claims follows

in thousands excepi percentages
Iecember 31 2010 Iecember 31 2009

Known title claims 192268 174% 206.439 16.8%

IBNR 875627 79.0% 978854 797%

Total title claims 1067895 96.4% 1185293 96.5%

Non-title claims 40.343 69 42.464 35%

Total loss reserves $1108238 100.0% $1227757 100.0%

Fair Value of Jntesfioeni Portfiiio The Company classifies the lair value of its debt and equity securities

using threelevel hierarchy for fair value measurements that distinguishes between market participant
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ass uptions developed based on market data ohiained Loan sources independent of the reporting entity

observable inputs and the reporting entitys own assumptionS about market participant assumptions developed

based nit the best information available in the circumstances unobservable inputs The hierarchy level assigned

to each security in tic Companys tvailahleiorsale portfolio is based on manauemcnts assessment of the

transparency and reliahiittv of the inputs used ii the valuation of such instrument at the measurement dte The

three hieraichv levels are defined us follows

Level IValuations based on unadjusted quoted market prices in active markets for identical securities

The far value of equity securities are classified as Level

Leel 2Valuations based on observable inputs other than Level prices such as qLioted prices for

similar assets at the measurement date quoted prices in markets that are riot active or other
imipLits

that are

observable either directly or indirectly The Level category includes U.S Treasury bonds municipal

bonds foreign bonds governmental agency bonds governmental agency mortgage-backed securities and

corporate debt securities many of which are actively traded and have market prices that arc readily

verifiable

I_eve 3\aluations based on inputs that are unobservable and significant to the overall fair value

ineasurvmnent and involve nanagemeni judgment The Level category includes nonagency mortgage

hacked and asset-hacked securities which tire currently riot actively traded

II the inputs used to measure fair value fall in different levels of the fair value hierarchy financial

securitys hierarchy level is based upon the lowest level of input that is significant to the lair value measurement

The valuation techniques and in puts used to estimate the Lair value of the Cot npany debt and equity securities

aie sumtnari cd as follows

Fair aloe of debt .mecuriIe.s

The fair value of debt securities was based on the market values obtained from an independent pricing

service that were evaluated using pricing models that vary by asset class and incorporate available trade bid and

other market information and price quotes from well-established independent broker-dealers The independent

pricing service monitors market indicators industry and economic events and for broker-quoted only securities

obtains quotes fruin market makers or brokerdealers that it recognizes to he market participants The p1-icing

service utilizes the market approach in determining the fair value of the debt securities held by the Company
Additionally the Company obtains tin understanding of the valuation models and asswnptions utilized by the

sers ice and has controls in place to determine that the values provided represent fair value The Companys
validation procedures nc Lide comparing prices received horn the pricing sers ice to quotes received from other

third party sources for securities with market prices that tire readily verifiable lithe price comparison results in

differences over predefined threshold the Company will assess the reasonableness of the changes relative to

prior periods given the prevailing market conditions and assess changes in the issuers credit worthiness

performance of any underlying collateral and prices of the instrument relative to similar issuances To date the

Company has nut made any material adjustments to the fair valLie measurements provided by the pricing service

Typical inputs and assurnpuons to pricing models used to value the Companys U.S Treasury bonds

municipal bonds foreign bonds governmental agency bonds governmental agency mortgagebacked securities

and corporate debt securities include but are not limited to benchmark yields reported trades brokerdealer

quotes credit spreads credit ratings bond insurance if applicable benchmark securities bids offers reference

data and industry and economic events For mortgage-backed and assetbacked securities inputs and assumptions

may also include the structure of issuance characteristics of the issuer collateral attributes and prepayment

speeds The fair value of non-agency mortgage-hacked and asset-hacked securities was obtained from the

independent pricing service referenced above and subjeel to the Companys validation procedures discussed

above However duc to the fact that these securities were not actively traded there was less observable inputs

avai fable requiring the pricing service to ise more judgment in determining the ltnr value of the securities

thercforc the Company classified non-agency mortgage-backed and asset-hacked securities as Level
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Otheri hantemporary urpairmentdebr .vecufl Ties

If the Company intends 10 sell debt security in an unrealized loss position or deterniines that it is more

likely than not that the Company will be required to sell debt security before it recovers its amortized cost

basis the debt security is otherthan-temporarily impaired and it is written down to fair value with all losses

recognized in earnings As of December 31 2010 the Company does not intend to sell any debt securities in an

unrealized loss position and it is not more likely than not that the Company will be required to sell debt securities

be-fore recovery of their amortized cost basis

If the Company does not expect to recover the amortized cost basis of debt security with declines in fair

value even if the Company doe-s not intend to sell the debt security and it is not more likely than not that the

Company will he required to sell the debt security bc-fore the recovery of its remaining amortized cost basis the

losses the Company considers IC be the credit portion of the other-than-temporary impairment loss credit loss

is recognized in earnings and the noncredit poruon is recognized in other comprehensive income The credit loss

is the difference between the present
value of the cash flows expected to be collected and the amortized cost

basis of the debt security The cash flows expected to be collected are discounted at the rate implicit in the

security immediately prior to the recognition of the other-than-temporary impairment

Expected future cash flows for debt securities arc based on qualitative and cluantitative factors specific to

each security including the probability of default and the estimated timing and amount of recovery The detailed

inputs used to project expected future cash flows may be diffefent depending on the nature of the individual debt

security Specifically the cash flows expected to be collected for each non-agency mortgage-backed and asset-

backed security are estimated by analyzing loan-level detail to estimate future cash flows from the underlying

assets which are then applied to the security based on the underlying contractual provisions of the sccuritization

trust that issued the security e.g subordination levels remaining payment terms etc. The Company uses third-

party software to determine how the underlying collateral cash flows will he distributed to each security issued

from the securitization trust The primary assumptions used in estimating future collateral cash liows are

prepayment speeds default rates and loss severity In developing these assumptions the Company considers the

financial condition of the borrower loan to value ratio loan type and geographical location of the underlying

property The Company utilizes publicly available infonnation related to specific assets generally available

market data such as forward interest rate curves and CoreLogics securities loans and property data and market

analytics tools

The table below summarizes the primary assumptions used at December 31 2010 in estimating the cash

flows expected to be collected for these securities

Weighted average Range

Prepayment speeds
7.8% 4.4%l3.0%

Default rates 6.3% 0.2%l8.4%

Loss severity
39.0% 0.3% 61 .07

Fair ca/ac of ecwt securities

The lair value of equity securities including preferred and common stocks was based on quoted market

prices for identical assets that at readily and regularly available in an active market

Otherthantemporary intpainnentequtly securities

When in the opinion of management decline in the fair value of an equity securily including common

and preferred stock and prior to the first quarter of 2009 debt security is considered to be otherthan

temporary such security is written down to its fair value When assessing if decline in value is otherthan-

temporary the factors considered include the length of time and extent to which lair value has been below cost

the probability that the Company will be unable to collect all amounts due under the contractual terms of the
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security the seniorit and duration of the securities issuer-specific news and other developments the financial

condilion and prospects of the issuer including credit ratings macroeconomic changes including the outlook

for industry sectors which includes government policy initiatives and the Companys ability and intent to hold

the insestmcnt for period of Lime suflicient to allow br any anticipatc.d recovery

When an equity security has been in an unrealized loss position br greater than twelve months the

Companys review of the security includes the above noted factors as well as what evidence if any exists to

support that the security will recover its value in the boreseeahle future typieall within the next twelve months

If objective substantial ideitce does not indicate likely recovery during that timeframe the Companys policy

is that such losses are considered other-than-temporary and therefore an impairment loss is recorded

/olpai/men tisiioi/o iooduiI1 /1/// C/tI/el ifldefiflhtelj/d intaoipIile assets The Company is rcquire.d to

perlorni an annual impairment test for goodwill and other indefinitelived intangible assets for each reporting

unit Ihis annLlal test which the Contpanv has elected to pet-form every fourth quarter utilizes variety ob

aluation techniques all of which require it to make estimates and judgmettts Fair value is detennincd by

employing an expce ted preseilt value technique which utilizes multiple cash flow scenarios that reflect range

ol possible outcoi ties and an appropriate discount rate lhe ii se 11 cOt/i parat cc market inn ti pIes the market

approach compares the repoitmrtg unit to other comparable con/panics il such comparables are present in the

marketplace based on valuation multiples to arrive at lair value The Company also uses certain of these

valuation techniques in accounting for business combinations primarily in the determination of the lair value of

acquired assets and liabilities In assessing the fair value the Company utilizes the results of the valuations

including the markct approach to the extent comparables are available and considers the range of fair values

determined under all methods and the extent to which the fair value exceeds the book value of the equity The

Companys four reporting uruts are title insurance home warranty property and casualty insurance and trust and

other services The Companys policy is to perform an annual impairment test for each reporting unit in the

fourth quarter or sooner if circumstances indicate possible impairment

Managements impairment testing process includes two steps The first step Step compares the fair

value of each reporting unit tO its hook value The fair value of each reporting unit is determined by tising

discounted cash low analysis and market approach valuations if the fair value of the repoiling unit exceeds its

hook aluc the goodwill is not considered impaired and no additional analysis is required however if the book

value is greater than the fair value second step Step must he eoirmpleted to determine if the fair value of

the goodss ill exceeds the hook value ol the goodwill

Step involves calculating an implied fair value of goodwill for each reporting unit for which the lirst step

indicated impairment The implied fair value of goodwill is determined in manner similar to the amount of

goodwill calculated in business combination by measuring the excess of the estimated fair valtie of the

reporting unit as determined in the first step over the aggregate estimated fair values of the individual asseLs

liabilities and identifiable intangibles as if the reporting unit was being acquired in business combination if the

implied air value of goodwill exceeds the carrying valu.e of goodwill mssigned to the reporting unit there is no

impairment II the carrying value of goodwill assigned to reporting unit exceeds the implied fair value of the

goodwill an impairment loss is recorded lor the excess An impairment loss cannot exceed the carrying value of

goodwill assigned to reporting unit and the loss establishes new basis in the goodwill Subsequent reversal of

goodwill impairment losses is not permitted

The valuation of goodwill requires assumptions and estimates of many critical factors including revenue

go/will rates arid operat rig niargi ns discount rates and but ure market conditions dcte ma in ation ol market

multiples and the estahlishmetit ob control premium among others Fotecasts of future operations ame based in

part on operating results and the Companys expectations as to future market conditions These types of analyses

contain uncerainues because they require the Cnmpanv to make assuirmptions and to apply judgments to estimate

industry economic factors and the profitability of iutttre business strategies However if actual results are nct

consistent with the Companys estimates amid assumptions the Company may he exposed to future impairmern
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losses that could be material The Company completed the required annual impairment testing for goodwill and

other finite-lived intangible assets for the years ended December 31 2010 and 2009 in the fourth quarter of each

year
In 2010 and 2009 management concluded thai based on its assessment of the reporting units operations

the markets in which the reporting units operate and the long-term prospects for those reporting unitS that the

more likely than not threshold for decline in value had not been met and that therefore no triggering events

requiring an earlier analysis had occurred

Impairment testing for long-/iced assets Management uses estimated future cash flows undiscounicd and

excluding interest to measure the recoverability of long-lived assets held and used including intangible assets

with finite lives whenever events or changes in circumstances indicate that the carrying value of an asset may

not he fully recoverable At such time impairment in value of longlived asset is identified the impairment is

measured as the amount by which the carrying amount of the long-lived asset exceeds its fair value

Income taxes The Company accounts for income taxes under the asset and liability method whereby

deferred tax assets and liabilities arc recognized for the future tax consequences attributable to differences

between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases

Deferred tax assets and liabilities are measured using enacted tax rates expected to apply in the years in which

those temporary differences are expected to be recovered or settled The effect on deferred tax assets and

liabilities of change in tax rates is recognized in income in the period that includes the enactment date. The

Company evaluates the need to establish valuation allowance for deferred tax assets based upon
the amount of

existing temporary differences the period in which they are expected to he recovered and expected levels of

taxable income valuation allowance to reduce deferred tax assets is established when it is more likely than

not that some or all of the deferred tax assets will not he realized

The Company recognizes the effect of income tax positions only ii sustaining those positions is more likely

than not Changes in recognition or measurement of uncertain tax positions are reflected in the period in which

change in judgment occurs The Company recognizes interest and penalties if any related to uncertain tax

positions in tax expense

Depreciation and wnortjatiofl lii.es fr assets Management is required to estimate the useful lives of

several asset classes including capitalized data internally developed software and other intangible assets The

estimation of useful lives requires significant amount of judgment related to matters such as future changes in

technology legal issues related to allowable uses of data and other matters

Share-based compensation
The Company measures the cost of employee services received in exchange

for an award of equity instruments based on the grant-date fair value of the award with limited exceptions The

cost is recognized over the period during which an employee is required to provide services in exchange for the

award As stock-based compensation expense recogrii/ ed in the results of operations is based on awards

ultimately expected to vest it has been reduced for estimated forfeitures Forfeitures are estimated at the time of

grant and revised if necessary in subsequent periods if acttial forfeitures differ from those estimates The

Company applies the long-form method for determinitig the pool of windfall tax benefits

The Companys primary means of share-based compensation is granting restricted stock units RSUs
The fair value of RSU grant is generally based on the market value of the Companys shares oti the date of

grant and is generally recognized as compensation expense over the vesting period RSUs granted to certain key

employees have graded vesting and have service and performance requirement and are therefore cxpenscd

using the accelerated multiple-option method to record share-based compensation expense In addition othe.r

RSUs granted to certain executive officers have service and market requirement and are therefore expense.d

using the graded-vesting method to record share-based compensation expense
Due to the existence of the market

requirement the Company calcLilates the fair value on grant
date using MonteCarlo Simulation to simulate

range of possible future stock prices for the Company All other RSU awards have graded vesting and service is

the only requirement to vest in the award and arc therefore generally expensed using the straight-line single
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option method to record share-based compensation expense RSUs receive dividend equivalents in the form oI

RSIJs havini the same vestina requirements as the RSUs initially granted

In accordance with the muddied prospective method ihe Company used the Black-Scholes option-pricine

itiodel for unvested stock options as of December 31 2005 The Tompan used the binomial lattice option

pricing model to estimate the fair value br any options granted ater December 31 2005 The Company utilizes

the straightline single option method of attributing the value of sharebased compensation espense unless

another expense attribution model is required by the guidance.

In addition to RS Us and stock options the Company has an employee stock purchase plan that allows

eligible employees purchase common stock of the Company at 85 .0f of the closing price on the last day of

each month The Company recognizes an expense in the amount equal to the discount

Enmplovec /aImefir pion.v The Company recognizes the overfunded or underfunded status of defnecl benefit

postrclmremnent plans as an asset or liability on its consolidated balance sheets and recognizes changes in the

landed status in the year in which changes occur through accumulated other comprehensive income loss The

funded status is measured as the difference between ihe fair value of plan assets and heneht obligation the

projected henelit obligation for pension plans and the accumulated postretirement benefit obligation for the other

postretiremeni plans Actuarial gains and losses and prior service costs and credits that have not been recngnizcd

asacnmnponcnt of net periodic henelit cost previously are recorded as component of accumulated other

comprehensive income loss Plan assets and obligations are measured as of December 31

Recent Accounting Pronouncements

In June 2009 the hnancial Accounting Standards Board tFASBl sstied guidelines relating to transfers of

financial assets which amended existing guidance by removing the concept of qualifying special purpose entity

and establish
trig ic participating interest deb ri lion that ito St he met or transfers of

port ions of financial

assets to he eligible or sale accountine clarifies and amends the dcrecognition itcria for transfer to he

accounted for as sale and changes the anioun that can be recognized as gain or loss on transfer accounted

for as sale when beneficial interests are received by the transferor Enhanced disclosures are also required to

Provide information about transfers of financial assets and transferors contmuinig involvement with transferred

financial assets This gtndance must he applied as of the beginning of an entitys first annual reporting period that

begins abter November 15 2009 for interim periods within that first annual reporting period and for interim and

annual reporting periods thereafter Earl icr application is prohibited The adoption of this standard had no impact

on the Companys consolidated financial statements

In June 2009 the FASI3 issued guidance amending existing guidance stirrounding the consolidation of

variable interest entities VIE to require an enterprise to qualitatively assess the determination of the primary

beneficiary of VIE based on whether the entity has the power to direct the activities of VIE that most

significantly impact the entitys economic performance and has the obligation to absorb losses o.f the entity or

the right to receive benefits from the entity that could potentially be significant to the VIE lhis guidance also

requires an ormgoliig reconsideration of the pnmnary bcnelmcmar and amends the events that trigger reassessment

of shether an entity is VIE Enhanced disclosures are also required to provide information about an enterprises

involvement in VIE This statement is effective as of the beginning of each reporting entitys irst annual

reporting period that begins after November 15 2009 for interim periods within that first annual reporting

period and for interim and annual report ig periods thereafter Earlier application is prohibited The adoption of

this standard had no impact on the Company consolidated financial stateirments

In January 2010 the FASB issued updated guidance related to fair value measurements and disclosures

which requires it reporting entity to disclose separately the amounts of significant transfers in and out of Level

and Level lair value measurements and to describe the reasons for the transfers En addition in the

reconciliation for fair value measurements using signilicant unobservable inputs or Level reporting entity
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should disclose separately information about purchases sales issuances and settlements that is on gross basis

rather than one net number The updated guidance also requires thai an entity should provide fair value

measurement disclosures for each class of assets and liabilities and disclosures about the valuation techniques

and inputs used to measure fair value for both recurring and non-recurring fair value measurements for Level

and Level fair value measurements The updated guidance is effective for interim or annual financial reporting

periods beginning after December 15 2009 except for the disclosures about purchases sales issuances and

settlements in the roll forward activity in Level fair value measurements which are eflective for fiscal years

beginning after December 15 2010 and for interim periods within those fiscal years The adoption of this

standard did not have material impact on the Companys consolidated financial staternenis

In February 2010 the FASB issued updated guidance which amended the subsequent events disclosure

requirements to eliminate the requirement for Securities and Exchange Commission SEC filers to disclose the

date through which it has evaluated subsequent events clarify the pertod through which conduit bond obligors

must evaluate subsequent events refine the scope of the disclosure requirements for reissued financial

statements lhe updated guidance was effective upon issuance Except for the disclosure requirements the

adoption of the guidance had no impact on the Companys consolidated financial statements

In March 2010 the FASB issued updated guidance that amends and clarifies the guidance on how entities

should evaluate credit derivatives embedded in beneficial interests in securitized financial assets The updated

guidance eliminates the scope exception for bifurcation of embedded credit derivatives in interests in securitized

financial assets unless they are created solely by subordination of one financial instrument to another The

updated guidance is effective for interim financial reporting periods beginning after June 15 2010 with adoption

permitted at the beginning of each entftys first fiscal quarter beginning after issuance The adoption of this

standard had no impact on the Companys consolidated financial statements

in July 2010 the FASB issued updated guidance related to credit risk disclosures for finance receivables and

the related allowance for credit losses The updated guidance requires entities to disclose information at

disaggregatecl levels specifically defined as portfolio segments and classes Expanded disclosures include

among other things roll-forward schedules of the allowance for credit losses and information regarding the credit

quality of receivables including their aging as of the end of reporting period The updated guidance is

effective for interim and annual reporting periods ending after December IS 2010 although the disclosures of

reporting period activity are required for interim and annual reporting periods beginning after December IS

2010 Except for the disclosure requirements the adoption of this standard had no impact on the Contpany

consolidated financial statements

Pending Accounting Pronouncements

In December 2010 the FASB issued updated guidance related to dtsclosure of supplementary pro ibrma

infonitation in connection with business combinations The updated guidance clarifies the acquisition date that

should he used for reporting pro forma financial infonitation when comparative financial statements are

presented The updated guidance also expands sLippienlental pro forma disclosures to include description of the

nature and amount of material nonrecurring pro
forma adjustments directly attributable to the business

combination included in the reported pro forma revenue and earnings The updated guidance is effective for

annual reporting periods beginning on or after December 15 2010 Except for the disclosure requirements

management does not expect the adoption of this standard to have material impact on the Companys

consolidated financial statements

In December 2010 the FASB issued updated guidance related to when goodwill impairment testing should

include Step for reporting units with zero or negative carrying amounts The updated guidance modifies Step

of the goodwill impairment test for reporting units with zero or negative carrying amounts requiring those entities

to perform Step of the goodwill impairment test if it is more likely than not that goodwill impairment exists

In determining whether it is more likely than not that goodwill impairment exists an entity should consider
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whether there are any adverse qualitative actors indicating an impairment may exist The updated guidance is

ci ccii ye or interim and annual reporting periods beginning after December 20 Management does not

expect
the adoption of this standard to have material impact on the Companys consolidated financial

state Tlcflt

In October 201 the FASI3 issued updated guidance related to accounting for costs associated with

acquiring or renewing insurance contracts The updated guidance modifies the definition oF the types of costs

incurred by insurance entities that can he capitaliied in the acquisition of new and renewal contracts Under the

updated guidance only costs based on successful efforts that is acquiring new or renewal contract including

directresponse advertising costs are eligible for capitalixalion The updated guidance is effective for interim and

annual reporting periods beainning after December IS 201 Management does not expect the adoption of this

standard to have material itripact on the Companys consolidated financial slatemenis

In July 2010 the FASB issued updatc.d guidance related to credit risk disclosures for finance receivables and

the related allowance for credit losses The updated guidance requirc.s entities to disclose information at

disaggregated levels specifically defined as portfolio segments and classes Expanded disclosures incude

among other things rol lliirwaid schedules of the allowance for credit losses and information regarding the credit

qual itv of reccivablcs including their aging as of the end of reporting period The updated guidance for

disclosures of rcporting period activity are required for interim and annual reporting periods beginning after

l.ccemnher 201 kxccpi for the disclosure requirements management does not expect the adoption of this

standard to hasc niaicimal nmpacl on tile Companys consolidated financial statements

In Januar 2010 the FASB issued updated guidance related to fair value measurements and disclosures

which requires rcporting entity to disclose separately reconciliation for lair value metLsurements using

significant unobservable inputs Level information about purchases sales issuances arid setllcmuenL that is

on gross basts rather than one net number The updated guidance is effective fur interim or annual financial

reporting periods beginning after December 15 2111 and for interim periods within the fiscal year Management

does not expect the adoption of this standard to have material impact on the Companys consolidated financial

statements

Results of Operations

Overview

substantial portion of the rcs enues for the onlpailvs title nisiirance and services segment result from

iesiJcs and relinaneitigs of resmdcnlia real cstate and to lesser extent front commercial transactions and the

construct ion and sale of new housing In the specialty insurance segment revenues associated with the initial

year of coserage in both the home warranty and property and casualty operations are npacted by volatility in

real estate transactions Traditionally the greatest voltime of real estate activity particularly residential resale

has occurred in the spring and summer months However changes in interest rates as well as other economic

factors can cause tluctiintiomis in the traditional pattern of real estate activity

Residential mortgage originations in the United States based on the tola dollar value of the transactions

decreased 24.6% in 2011 when compared with 2009 according to the Mortgage Bankers .Assoeiaiions

January 14 2011 Mortgage Finance Forecast the MBA Forecast This decrease was due to decline in both

purchase and refinance activity According to the MBA Forecast the dollar amount of refinance originations and

purchase originations decreased 20.3% and 32.4% respectively in 20 If when compared with 2009 Residential

mortgage originations in the United States increased 40.0% in 2019 when compared with 2008 according to the

January 12 2111 MBA Forecast This inrease reflected increases in refinance originations and purchase

originations of 76.6% and 1.5% respectively

Despite the loss interest rate environment which has had favorable effect on the Companys businesses

mortgage credit still remains generally tight which together with the uncertainty in gcneral economic conditions
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continues to impact the demand for most of the Companys products and services These conditions have also

had an impact on and continue to impact the performance and financial condition of some of the Companys

customers should these parties continue to encounter significant issues those issues may lead to negative

impacts on the Companys revenue claims earnings and liquidity

Management expects the above mentioned conditions will continue impacting the Company Given this

outlook the Company continues its focus on controlling costs by among other cost containment initiatives

reducing employee counts and improving the efficiencies of previously centralized functions

Beginning at the end of September 2010 several lenders announced that they would suspend certain

foreclosures as result of potential deficiencies in their foreclosure processes Additionally over the last several

months certain court rulings have called into question some foreclosure practices Though the ultimate effect of

any such deficiencies the foreclosure suspensions which in large part have nO\v been lifted and the court

rulings arc currently unknown the Company believes that revenues tied to foreclosures have declined and may

continue to decline especially in the short term and the Company may incur costs assoCiatel with its duty to

defend its insureds title to ioreclosed properties they have purchased As of the current date these matters have

not had material adverse effect on the Company Though the Company will continue to monitor foreclosure

developments at this time the Company does not believe these matters will have material adverse effect on the

Company in the future
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Iitle insurance and Services

Direct premiums and

escrow fees .1422619

Agent premiums 1.5 17.704

En lormation and

other

Investment

income

Net realized

estment gains

losses

Net othciihaii

ienipoiarv

npai nnent lnsscs

recognized in

earnings

Personnel costs 1133133

Premiums retained by

agents 1.222.274

Other Operating

expenses 735.424

Pmvision or policy

losses and oilier

claims 80.s2

Depreciation and

an iortiiat ion

Prcnuuin taxes

Interest

70.852

33.645

8.803

3384.952

During the third quarter of 2010 the Company changed the presentation of its revenues for the title

insurance and services segment This change resulted in direct revenues from escrow and insured products being

presented separately ruin direct revenues from noninsured products Direct revenues li in escrow and insured

products are included in direct premiums and escrow lees while direct revenues from noninsured products are

included in information and other In formation and other is priniarilv comprised uI revenues generated from fees

associated with title search and related reports title and other real property records and images and other

noninsured settlement services This change also impacted the reporting of certain metrics discussed below such

as direct title orders opened and closed average revenues per direct title order closed provision for title

iiiurance polie losses as percentage of title insurance premiums and escrow fees and premium taxes as

percentage of title insurance premniLmmns and escrow fees The Company has reclassified prior period data to

conform to the cunent presentation

Direct premiums and escrow lees decreased 5.9% in 2010 from 2009 and 6.1% in 2009 from 2008 The

decrease in 201 lrorn 2009 was primarily dLie to decline in the number of title orders closed by the Companys

Revenues

2010 2019 2108 2011 vs 20t9

Change Change

tm thousands except percentagesi

2009 es 2018

Change Change

$1511264 $1608769 88645
1.524120 1709.640 6416

597.799 646.79

5.9 97515
0.4 185.520

702215 48992

75517 104551 136108 29.034 27.8

6.1

10.9

7.6 55424 7.9

8694 4.504 53441 5810 40.1 67945 127.1

1.557 23.2

Expenses

7.912 33.038

364421 3.768.192

31.074

4072217

25.126

153771

76.1

4.1

1147539 1314905 14406

1.964

304025

1229229 1.364.046

6.3

7.5

1.3 167366 12.7

6955 .6 134.817 9.9

849.740 985904 114316

205.811 343.559 t24.998

13.5 136164 13.8

12 137.740 40.1

74.321

32138

14336

3553122

86%2
42000

24.739

4.162115

3.469
1.507

5.533

168.171

Income loss before

income taxes 229469 215070 89.898 14399

Margins 6.3%57% 2.2% 0.6%

4.7 12641 14.5
4.7 9.862 23.5

38.6 10403 42.1

4.7 608.993 14.6

6.7 304968 339.2

1.2 7.9% 358.5
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direct operations which reflected the decline in mortgage originations offset in part by an increase in the

average revenues per
order closed The increase in the average revenues per order closed was primarily due to an

increase in commercial activity year over year The decrease in direct premiums and escrow fees in 2009 from

2008 was primarily due to decline in the average revenues per order closed which was driven by an increase in

the mix of lower premium refinance activity offset in part by an increase in the number of orders closed by the

Companys direct operations The increase in closing reflected the increase in mortgage originations year over

year The average revenues per order closed were $1334 $1158 and $1301 for 2010 2009 and 2008

respectively The Companys direct title operation.s closed 1066700 1305000 and .1236600 domestic title

orders during 2010.2009 and 2008 respectively

Agent premiums decreased 0.4% in 2010 from 2009 and 10.9% in 2009 from 2008 The decrease in 2010

from 2009 was primarily due to the same factors impacting direct title operations offset in part by an increase in

market share According to the American Land Title Associations comparative nine months ended September 30

2010 market share data the Companys agency market share increased to 15.9% up from 14.5% for the same

period of the prior year The comparative nine months ended September 30 2010 market share data arc the most

current market share clara available from the American Land Title Association The decrease in 2009 from 2008

was due to the same factors affecting the d.irect title operations as well as the cancellation of certain agency

relationships The Company is continuing to analyze the terms and profitability of its title agency relationships and

is working to amend agent agreements to the extent possible Amendments being sought include among others

changing the percentage of premiums retained by the agent and the deductible paid by the agent on cairns if

changes to the agreements cannot he macIc the Company niay elect to te.nrlinate certain agreements

Information and other revenue decreased 7.6% in 2010 from 2009 and 7.9% in 2009 from 2008 These

decreases were primarily attributable to the same factors affecting the direct title operations as well as changes in

the Companys international and default revenues The Companys international information and other revenue

was flat in 2010 compared to 2009 and down approximately 50% in 2009 compared to 2008 The decline in

2009 from 2008 was due to downturn in the global economy and real estate markets The Companys default

information and other revenue decreased approximately 14% in 2010 compared to 2009 and increased

approximately 31% in 2009 compared to 2008 The decrease in 2010 compared to 2009 was primarily

attributable to decline in foreclosure activity as result of moratoriums on foreclosures and increased market

competition which were partially offset by increased loss mitigation activities The increase in 2009 compared to

2008 was the result of increased default and foreclosure activity driven by the decline in U.S properly values and

increased unemployment rate

Investment income decreased 27.8% in 201t from 2009 and 23.2% in 2009 from 2008 The decrease in the

current year from the prior year is primarily due to income recognized 1mm the sale of title plant copies in 2009

while sitnilar sale.s did not occur in 20 l0 lower interest income from deposits in 2010 due to lower yields and

reduction in interest income from intenial notes receivable when compared to 2009 due to reduction in the

notes receivable balance The decrease in 2009 from 2008 primarily reflected declining yields earned from the

investment portfolio decrease in interest earned on certain escrow deposits which reflected lower yields and

lower balances and decrease in investment income at the Companys trusi division as result of decline in

deposits These decreases were partially offset by an increase in the average investment portfolio balance and the

sale of title plant copies in 2009

Net realized investment gains losses for the title insurance segment totaled gains of $8.7 million and $14.5

million ftr 2010 and 2009 respectively and losses of $53.4 niillion for 2008 The net gains for 2010 and 2009

were primarily from the sale of certain debt securities and e.quity securities respectively The net losses frir 2008

primarily reflected $38.8 million of impairment losses on other long-term investments including $14.9 million

related to an investment in non-voting convertible preferred stock $17.1 million related to note receivable of

diversified provider ol real estate settlement services that declared bankruptcy and $6.8 million related to an

investment in affiliate Additionally in 2008 the Company wroteoff $5.3 million in other accounts receivable

related to the aforementioned diversified provider of real estate settlement services
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Net othcrd antemporary impairment losses recognized in earnings for the title insurance segment totaled

$7.9 million $33.0 million and $31.1 million for 2010 2009 and 2008 respectively The majority of the net

otherthantemporary impairment losses recognized in 2010 related to the Companys nonagency mortgage

hacked securities portfolio In 2009 the net other-thantemporary impairment losses pertained primarily to the

Companys equity securities portfolio and also to the nonagency mortgage-backed securities portfolios In 2008

$30.3 million net otherthantemporary impairment loss was recognized related to preferred securities issued by

the Federal National Mortgage Association Fannie Mae and the Federal Home Loan Mortgage Corporation

Frcddic Mac

title insurance segnient primarily direct operations is labor intensive accordmgly major expense

component is personnel costs This expense component is affected by two competing factors the need to monitor

personnel changes to match the level of corresponding or anticipated nev orders and the riced to provide quality

service

Title insurance personnel costs decreased 1.3% in 2010 from 2009 and 12.7% in 2009 from 2008 Included in

personnel costs for 2010 and not in prior years were $22.0 million of expenses associated with certain offshore

functions that prior to the Separation were performed by TFAC and allocated to the Company The allocations in

prior years were included in the title insurance segments other operating expenses These olfshore fttnetions are

now part of the Companys operations amid their related personnel expenses are included in the title insurance

segments personnel costs Excluding the impact of these expenses title insurance personnel costs decreased 3.3%

in 2010 from 2009 This decrease was primarily due to domestic employee reductions ofiset in part by increased

expense in connection with the Companys pension and other retiremrment plans The decrease in title insurance

personnel costs in 2009 from 200$ was primarily due to eniployee reductions offset in part by employee

separations costs and an increase in employee benefit expense due primarily to the prolitdriven 401k

The Compativ continues to closely titon tor order vol ames and related staffing levels and will adj ust staffing

levels as considered necessary The Companys direct title operations opened 1458.400 1.768900 and

1781701 domestic title orders in 2010 2009 and 2008 respectively representing decrease of 17.6% in 20111

front 2009 and decrease of 0.7% in 2009 front 2008

summary of premiums retained by agents and agent premiums is follows

2010 2009 2008

in thousands except percentages

Premiums retained by agents $1222274 $1229229 $1364046

Agent premiums $i517704 $1524120 $l.709.640

retained by agents 80.5% 80.7% 79.8%

The premitim split
between underwriter and agents is in accordance with the respective agency coqtracts and

can vary from region to region due to divergences in real estate closing practices as well as rating structures As

result the percentage of title premiums retained by agents varies due to the geographical mitts of revenues from

agency operati ins Ihe percentage of title preniiwns retained by agents increased over the last three years dtme

prinarily to the geographic mix of agency revenues i.e the agency share or split
varies from region to region

and titus the geographic mix of agency revenues causes this variation partially of lset by the cancellation and/or

modihcation of certain agency relationships with unfavorable splits

Title insurattec other operating expenses principally related to direct operations decreased 13.5% in 2010

from 2009 and 13.8% in 2009 from 2008 Excluding the impact of the allocations for certain offshore functions

discussed in the personnel costs disctission above the decrease in other operating expenses was 10.9% in 2010

lrom 2009 This decrease reflected lower Occupancy costs as result of the continued consolidation/closure of

certairm title offices and other cost-containment programs The decrease in 2009 from 2008 was also primarily due

to lower occupancy costs as result of the consolidaiion/clostmre of certain title olhccs and other cost-

containment programs
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The provision for title insurance losses expressed as percentage of title insurance premiums and escrow

fees was 6.1% in 2010 6.8% in 2009 and 0.4% in 2008 The current year rate of 6.1 4- reflects an expected

ultimate loss rate of 4.9% for policy year 2010 with net upward adjustment to the reserve for prior policy

years
The changes in estimates resulted primarily from higher than expected claims emergence experienced

during 2010 for policies issued prior to 2009 and lower than expected claims emergence experienced during

2010 for policy year
2009 The prior year rate of 6.8% reflected an expected ultimate loss rate of 7.0% for policy

year 2009 with minor downward adjustment to the reserve for certain prior policy years The rate of 10.4% for

2008 included $78.0 million reserve strengthening adjustment The 2008 reserve strengthening adjustment

reflected changes in estimates for ultimate losses expected primarily from policy years
2006 and 2007 The

changes in estimates resulted primarily
from higher than expected claims emergence in both frequency and

aggregate amounts experienced during 200$ for those policy years There were many factors that impacted the

claims emergence including but not limited to decreases in real eslate prices during 2008 increases in defaults

and foreclosures during 200S and higher than expected claims emergence from lenders policies

The current economic environment continues to show more potential for volatility than usual over the short

term particularly in regard to real estate prices and mortgage
defaults which directly affect title clatm Relevant

contributing factors include high foreclosure volume tight credit markets general econoflhic instability and

government
actions that may mitigate or exacerbate recent trends Other factors including factors not cL

identified may also influence claims development At this point economic antI certain market cond lions appear

to be improving yet significant uiceilainty remains This environment results in increased potential for actual

claims experience to vary significantly from projections in either direction which would directly affect the

claims provision If actual claims vary significantly from expected reserves may need to be adjusted to reflect

updated estimates of future claims

The volume and timing of title insurance claims are subject to cyclical influences from teal estate and

mortgage
markets Title policies issued to lenders are large portion of the Companys title insurance volume

These policies
insure lenders against losses on mortgage loans due to title defects in the collateral property

Even

if an underlying title defect exists that could result in claim often the lender must realize an actual loss or at

least he likely to realize an actual loss for title insurance liability to exist As result title insurance claims

exposure
is sensitive to lenders losse.s on mortgage loans and is affected in turn by external factors that affect

mortgage loan losses

general decline in real estate prices can expose lenders to greater risk of losses on mortgage loans as

loan-to-value ratios increase and defaults and foreclosttres increase The current environment may continue to

have increased potentid for claims on lenders title policies particularly tf defaults and foreclosures are at

elevated levels Title insurance claims exposure
for given policy year is also affected by the quality of

mortgage loan underwriting during the corresponding origination year The Company believes that sensitivity of

claims to external conditions in real estate and mortgage markets is an inherent feature of title insurance

business economics that applies broadly to the title insurance industry Lenders have experienced high losses on

mortgage loans from prior years including loans that were originated during the years 2105 throug.h 2007 These

losses have led to higher title insurance claims on lenders policies an.d also have accelerated the reporting of

claims that would have been realized later under more normal conditions

Loss ratios projected to ultimate value for policy years
2005-2007 are higher than loss ratios for policy

years 1992-2004 The major causes of the higher loss ratios for those three policy years are believed to he

confined mostly to that period These causes included rapidly increasing residential real estate prices
which led

to an increase in the incide ces of fraud lower mortgage loan underwriting standards and higher concentration

than usual of subprime mortgage loan originations

The projected ultiniate loss ratios as of December 2010 for policy years
2010 and 2009 are 4.9 and

5.2% respectively which are lower than the ratios for 2005 through 2008 These projections arc based in part on

an assumption that more favorable underwriting conditions existed in 2009 and 21110 than in 2005 through 2018
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mci udi ng tighter loan
ii

nderwri ia standards and lower hi usi ig prices iirrent clai ins dat from policy years

2009 and 2110 while sill at an early stage of development supports this assumption

insurers generally arc riot subject to slate income or franchise taxes However in lieu thereof premium
tax is imposed on certain operating revenues as defined by statute Tax rates and bases

vary horn state to state

accordingly the tutal premium tax burden is dependent upon the geographical mix of
operating revenues The

Conipanvs noninsurance subsidiaries are subject To stale income tax and do 101 pay premium tax Accordingly
the Companys total tax bLirden at the state level for the title insurance

segment is composed of conlhiriation of

premium taxes atid state inCOtilC taxes Premium taxes as percentage of title insurance prcmiuiris amid escrow
lees were for 2010 LI loi 2009 and 1.3% for 200$

In genetal the title insurance business is lower profit margin business when compared to the Companys
specialty insurance segment The lower profit margins reflect the high cost of performing tile essential services

requited before insuring title whereas the corresponding revenues are suhcct to regulatoiy and compeutise

pricing restraints to this relatively high proportion of fixed costs title insurance profit margins generally

improve as closed oicler volumes increase Title insurance profit margins arc affected by the composition
residential or coimtmcrcial and type resale ref inancing or new construction of real estate activity In addition

prolit matgins from ref nance ttartsactiorts vary depending on whether they are centrally processed or locally

processed Profit nai-g ins tom iesalc new construct ion and centrally processed tehnance transactions are

generally hmghei than ruin locally processed refinance transactions because in many states there are prenimum
discoutits on atd cancellation rates ame higher for refinance transactions Title iitSuiance prolit margins are also

affected by tile
percentage of title insurance premiums generated by agency operations Profit margins froiri

direct operations are generally higher than from agency Operations due primarily to the large portion of the

liretnium that is retained by tile agent ftc pre-tax t-nargitl was 6.3% atid 5.7% for tile years ended December 31
2010 and 2009 respectively The pre-tax margin loss for the year ended December 31 2008 was 2.2%

Specialty insurance

Revenues

lircet prni lulls

In VCstiflC nm ilLO Ole

Net real i.eil nivestmncnt gains

losses

Net ither himic mporarv

impairment losses

recognized in earnings

Expenses

Personnel costs 51.477 54017 56.532 3.430 6.2 1625 2.9
Other operating expenses 41.981 41601 46.840 379 0.9 5.239 11.2
Provision or policy losses

and other claims 14053 4t.895 166.004

l.epreeiation and

anmorti .lmtmon 4.275

Premium taxes 4.346

Interest 25

246.049

Income before income taxes 31491

Maigins

2010 21119 2008 201 it vs 2009

Change Change

in thou.smmds except percentages

$27232 $269.63 $286.32 2.401 1.9

11876 13.431 15.657 1.555 11.6

1.93$ 1.207 2.631 641 49.4

2009 vs 2008

Change Change

16.69 5.8
2.226 1.14.2

3928 140.3

6.820 1530 6.709 5290
285.735 277.539 297.817 8196 3.0 21.278

842 0.6 25109 15.1

5324

4135

18

242.987

42.748

5.0%

332
4.366

23

277.094

20723

1.049

211

3.062

$11258

24.5

4.9

28.0

1.2

35.8

31.9.3% 7.0% 3.6%

946

20

31.045

10.767

4.4%

28.4

0.5
8.7

11.2

52.0

63.1
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Specialty insurance direct premiums increased 0.9% in 2010 over 2009 and decreased 5.8% in 2009 from

2008 The increase in 2010 was due to an increase in volume from the home warranty division oliset by decline

in the property and casualty division Home warranty henefitted from the First Time Homehuyer Crcdit that

expired in April of 2010 The decreases in 2009 compared to 2008 primarily reflected declines in business

volume impacting both the ProPertY and casualty insurance division and the home warranty division

Investment income decreased 11.6% in 2010 from 2009 and 14.2% in 2009 from 2008 These decreases

primarily reflected the decreased yields earned from the investment portfolio

Net realized investment gains losses and net other-than-temporary impairment losses recognized in

earnings for the specialty insurance segment totaled gains of $1.8 million in 2010 compared with losses of $5.5

million and $4.2 million in 2009 and 2008 respectively The current year net gains were primarily driven by the

sale of debt securities The prior year net losses were primarily driven by impairment losses taken on certain

debt preferred equity and common equity securities The 2008 net losses were primarily due to realized losses on

the .aIc of certain securities

Specialty insurance personnel costs and other operating expenses
decreased 3.2% in 2010 from 2009 and

6.6% in 2009 from 2008 The decreases were primarily due to employee reductions as well as oilier cos1

contain mont programs

The provision for home warranty claims expressed as percentage of home warranty premiums was 50.6%

in 2010 53.9% in 2009 and 60.5% in 2008 The decrease in rate in 2010 from 2009 was primarily due to

reduction in the average cost of claims and to lesser extent fewer incidents The decrease in rate in 2009 from

2008 was primarily due to reduction in the average cost of claims

The provision for property and casualty claims expressed as percentage of property ansI casualty

insurance premiums was 53.0% in 2010 49.8% in 2009 and 54.3% in 2008 The increase in rate in 2010 from

2009 was primarily due to the return of seasonal winter storms in the first and fourth quarters of 2010 including

an unusual hailstonn over Arizona in October 2010 These increases in 2010 were partially offset by lower

routine or non-event core losses The decrease in the rate in 2009 from 2008 was the result of decline in

seasonal winter storm and wildfire losses as well as lower routine or non-event core losses

Premium taxes ast percentage of specialty insurance segment premiums were 1.5% in 2010 1.6% in 2009

and 1.5% in 2008

large part of the revenues tbr the specialty insurance businesses are generated by renewals and arc not

dependent on the level of real estate activity With the exception of loss expense the rnaority of the expenses Ior

this segment are variable in nature ansi there6re generally fluctuate consistent with revenue fluctuations

Accordingly profit margins tor this segment before loss expense are relatively constant although as result ot

sonic fixed expenses prcfit margins before loss expense should nominally improve as revenues increase

Pre-tax margins were 15.0% 1.3% and 7.0% for 2010 2009 and 200$ respectively
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Corporate

2011 2009 2008 2011 vs 2009 2109 vs 2008

Change Change Change Change

On thousands except percentages

Revenues

Investment income 8.675 2267 162 6.408 282.7 2.429 NM
Net realized investment

losses 1231 1164 2.147 741 617 983 45.8

8252 1.103 2.309 7.149 648 3412 147.8

tixpenses

Personnel costs 31.440 15.746 16738 15.694 99.7 992 5.9

Other operating

expenses 26.299 18235 20.289 8164 44.2 2.054 10.1

1cprcciution and

iUflOItIYiiUOIi 2.735 3879 4.951 1144 29.5 1.072 21.7

Interest 7.889 5.458 2.453 2.431 44.5 3005 122.5

68.363 43318 44.431 25.045 57.8 1113 2.5

Loss before income taxes lilt $f 22 IS $46.740 51 7.$9 42. 4.525 9.7

Not meaningful

Investment income totaled $8.7 million and $2.3 million in 2010 and 2009 respectively and loss of $0.2

million in 200$ The increase in 2010 is primarily due io an increase in yields earned on investments associated

with ihe Conipanys deferred compensation plan

Corporate personnel costs and other operating expenses increased $23.7 million or 69.9% in 2010 over

2009 and decreased $3.0 million or 8.2% in 2009 from 2008 The increase in 2011 is primarily due to higher

level of corporate personnel costs and other operating expenses lollowing the Separation when compared to the

amounts allocated rom IFAC prior to the Separation Following the Separation the Company is separate

publicly traded company xlticli resulted in higher level id corporate costs The increase is also due to an

increase in personnel costs associated with the Conipanys deferred compensation plan The increase in Costs

associated with the Companys deferred compensation plan is offset hy the increase in income earned on

investments associated with the delerred compensation plan iLS discussed above Other operating expenses also

increased due to professional services expenses incurred in the current year related to the Separation The

decrease in 2009 from 2008 was primarily due to changes in technology initiatives and the impact of other

corporatewide cost saving initiatives that the Company implemented

Interest expense increased $2.4 million in 2010 over 2009 and increased $3.0 million in 2009 over 2008

Interest expense prior to tile Separation related to draws made in 200$ used for the Companys operations in the

amount of $140.0 million under IFACs credit agreement that was allocated to the Company In connection with

the Separation the Company borrowed $200.0 million under its new credit facility and paid ofF the allocated

portion of flACs debt interest expense increased in 2010 over 2009 because the Companys new ercdii facility

bears interest at higher ate than tile allocated portion of TFACs debt The increase in 2009 over 2008 is due to

2t09 reflecting full year of expense while interest expense in 2008 reflects approximately half year of

expense as the draws were made in the second amid third quarters of 2008
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Eliminations

Eliminations represent interest income and rclated interest expense associated with intercompany notes

between the Companys segments which are eliminated in the consolidated financial statements The Companys

intersegment eliminations were not material for the year ended December 31 2.010 The Company did not

record inter-segment eliminations for the years ended December 31 2009 and 200$ as there was no inter-

segment income or expense

Income Taxes

Income taxes differ from the amounts computed by applying the federal income tax rate of 35.0%

reconciliation of this difference is as follows

Year ended December 31

2010 2009 2008

in thousands

Taxes calculated at federal rate 73.843 $67360 $44321

Stale taxes net of federal benefit 3340 612 3735

Tax effect of noncontrolling interests 38$ 681 1.096

Dividends received deduction 250 1381 526

Change in liability for tax positions 4626 8776 1710
Exclusion of certain meals and entertainment expenses

2889 2.675 3745

Change in capital loss valuation allowance 14683

Foreign taxes in excess of less than federal rate 9802 10365 1.535

Other items net 3195 244 3.9 17

83150 $70068 $43433i

The Companys effective income tax rate income lax expense as percentage of income before income

taxes was 39.2% for 2010 34.3% for 2009 and 37.5% for 2008 The absolute differences in the effective tax

rates were primarily due to changes in the ratio of permanent differences to income before income taxes and

noncontrolling interests..reseive adjustments recorded in 2009 and 2008 for which corresponding tax benefits

were recognized as well as changes in state and foreign income taxe.s resulting from fluctuations in the

Companys noninsurance and foreign subsidiaries contribution to pretax profits In addition certain interest and

penalties relating to uncertain tax positions were released during 2009 and 2008 based on changes in facts and

circumstances associated with the related tax uncertainty

Net Income and Net Income loss Attributable to the Company

Net income loss and per share information are sumniarii.edas follows sec Note 13 Earnings Loss Per

Share to the consolidated financial statemenis

2010 2009 2008

in Ihousaucis except per share amounLs

Net inconie 128.956 $134277 $72482

Less Net income attributable to noncontrolling interests 1127 11888 11523

Net income loss attributable to the Company $127829 $122389 $84.005

Per share of common stock

Net income loss auributable to the Company
Basic 123 1.18 0.81

Diluted 1.20 1.18 0.81

Weighted-average shares

Basic 104134 104006 104006

Diluted 106177 104.006 104006
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Net income attributable to noncontrolling interests decreased 0.8 million or 90.54 in 2010 from 2009

and increased $0.4 million in 2009 over 2008 ftc decrease in net income attributable to noncontrolling interests

in 2010 when compared to 2009 is due to the Companys purchases of subsidiary shares from noncontrolhng

interests in 2009 The purchases of subsidiary shares did not significantly impact net income attributable to

noncontrolfing interests in 2009 because the majoritY the Company purchases occurred late ni the fourth

quarter of 2009 Net income autributable to noncontrolling interests was relatively unchanged in 2009 when

compared to 2008 due to the prohts of the Companys subsidiaries with noncontrolling interests not significantly

fluctuating year over year and the fact that the majority of the Companys purchases of subsidiary shares from

noncontroll ing interests occurred late in the foLirth quarter of 2009

Per share information for the urrerit year and prior years was computed using the number of shares of

common stock outstanding immediately following the Separation as if such shares were outstanding for the

enti i-c period prior to the Separauon

LnuidEty and Capital Resources

Jcislt Requireincnrc Ihe Companys current cash requirements include operating expenses taxes

payments of interest and principal on its debt capital expenditures potential business acquisitions payments in

connection with employee bencfit plans and dividends on its common stock The Company continually assesses

its capital allocation strategy including decisions relating to dividends share repurchases capital expenditures

acquisitions and investments Management expects that the Company will continue to pay quarterly cash

dividends at or above the historical levels paid since the Separation The timing declaration and payment of

future dividends however falls within the discretion of the Companys board of directors and will depend upon

many factors including the Companys financial condition and earnings the capital requirements of our

hLisincsses industry practice restricuons imposed by applicable law and any other factors the board of directors

deems relevant from time to tinic The Company believes that all anticipated cash requirements for current

operations will be net from internally generated funds through cash dividends from subsidiaries and borrowings

on its resolving credit facility as needed lhe Companys shortterm and long-term liquidity reqtmirentents are

monitored regularly to ensure that it can mccl its cash requirements The Company forecasts the needs of its

primary subsidiaries and periodically reviews their shortterm and longterm projected sources and uses of funds

as well as the asset liability investment and cash flow assumptions underlying such forecasts Due to the

Companys liquid-asset position and its ability to generate cash flows from operations management believes that

its resources are sufficient to satisfy its anticipated operational cash requirements and obligations for at least the

next twelve months

The Companys insurance subsidiaries generate cash from premiums earned and their respective investment

portfolios and these funds iue adequate to satisfy the payments of claims and other liabilities

The Companys two significant sources of internally generated funds are dividends and other payments from

its subsidiaries Pursuant to insurance and other regulations under which the Companys insurance subsidiaries

operate the amount of dividends loans and advances available to the Company is limited principally for the

protection of policyholders Under such regulations the maximum amount of dividends loans and advances

nvai lable to the Company lioin its insurance subsidiaries in 201 is $194.3 million Such restrictions have not had

nor are they expected to have an impact on the Companys ability to meet its cash obligations

Cash provided operating activities amounted to 55.5 million $233.6 million and SI 10.4 million for the

years ended December 31 2010 2009 and 2008 respectively alter net claiirt payments of $456.2 million $452.2

million and $482.2 million respectivel The principal immioperating uses of cash antI cash equivalents for the year

ended December 31 10 were the repayment of debt to IIFAC and third parties cash distribution to TFAC in

connection with the Separation additions the investment portfolio capital expenditures and dividends common

stockholdeis The most significant nonoperating scurees of cash and cash equivalents for the year ended

December 31 2010 were increases in the deposit balances at the Companys banking operations proceeds from the

Companys new revolving credit facility and proceeds from the sales and maturities of debt and equity securities
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The principal nonoperating uses of cash and cash equivalents for the two years ended December 31 2009 were for

acquisitions including the acquisition of noncontrolling interests addiiions to the investment portfolio capital

expenditures
dividends paid to TFAC distributions 10 nonc.ontrolling shareholders and the repayment of debt The

most significant nonoperating sources of cash and cash equivalents were the proceeds from the allocated portion of

TFAC debt net investment activity by TFAC and proceeds from the sales and maturities of debt and equity

securities The net effect of all activities on total cash and cash equivalents was an incrcase of S97.4 million for

2010 and decreases of S92.4 million and 5182.7 million for 2009 and 2008 respectively

Inoncing On April 12 20 the Company entered into credit agreement with JPMorgan Chase Bank

N.A JPMorgan in its capacity as administrative agent and syndicate of lenders

The credit agreement is comprised of $400.0 million revolving credit facility The revolving loan

commitments terminate on the third anniversary of the date of closing or June 2013 On June 2010 the

Company borrowed $200.0 million tinder the facility and transferred such funds to CoreLogic previously

contemplated in connection with the Separation Proceeds may also he used for general corporate purposes
Al

September 30 2010 the interest rate associated with the $200.0 million borrowed under the facility is 3.06%

The Companys obligations under the credit agreement are guaranteed by certain of the Companys

subsidiaries the Guarantors To secure the obligations of the Company and the Guarantors collectively the

Loan Parties under the credit agreement the Loan Parties pledged all of the equity interests they own in each

Data Trace and Data Tree company and 9% equity interest in FATICO

if at any time the raling by Moodys Investor Service Inc Moodys or Standard Poors Ratings

Group SP of the senior unsecured longterm indebtedness for borrowed money of the Company thai is not

guaranteed by any other person or subject to any other credit enhancement is rated lower than Baa3 or BBB-

respectively or is not rated by either such rating agency then the loan commitments are subject mandatory

reduction from 50% of the net proceeds of certain equity issuances by any Loan Party hI 50% of the net

proceeds
of certain debt incurred or issued by any Loan Party 25% of the net proceeds received by any I.oan

Party from the disposition of CoreLogic stock received in connection with the Separation and the net

1roceeds received by any Loan Party from certain dispositions of assets provided that the commitment

reductions described above are only required to the extent necessary to reduce the total loan commitments to

$200.0 million The Company is only required to prepay loans to the extent that after giving effect to any

mandatory commitment reduction the aggregate principal amount of all outstanding loans exceeds the remaining

total loan commitments

At the Conipanys election borrowings under the credit agreement bear interest at the Alternate Base

Rate plus the Applicable R.ate or the Adjusted LIBO Rate plus the Applicable Rate in each case as defined in

the agreement The Company may select interest periods of one two three or six months or if agreed to by all

lenders such other number of months for Eurodollar borrowings of loans The Applicable Rate varies depending

upon
the rating assigned by Moodys and/or SP to the credit agreement or if no such rating is in effect the

Index Debt Rating The minimum Applicable
Rate for Alternate Base Rate borrowings is .50/c and the

tnaxitnwtl is 2.25% The minimum Applicable Rate for Adjusted LIBO Rate borrowings is 2.50% and the

maximum is 3.25%

The credit agreement includes representations and warranties reporting covenants affirmative covenants

negative covenants financial covenants and events of default customary for financings of this type Upon the

occurrence of an event of default the lenders may accelerate the loans and the Collateral Agent may exercise

remedies under the collateral documents Upon the occurrence of certain insolvency and bankruptcy events of

default the loans automatically accelerate At December 31 2010 the Company is in compliance with the debt

covenants under the credit agreement

Notes and contracts payable including allocated portion of TFAC debt as percentage
of total

capitalization was 12.8% at December 31 2010 compared
with 11.3% as of the prior year

end This increase was

SI



attributable to the decrease in total equity and increase in notes and contract payable during the current year

Equitv decreased due 10 thc net distribution to TFAC made by the Company in connection with the Separation

The increase in debt was also result of the Separation Notes and contracts payable are more fully described in

Note II Notes and Contracts Payable to lie consolidated financial statements

lorsrnenr PoiijoIw As of December 31 20 the Companys debt and equity investment secLirines

portlolin consists ol approximately 88% of fixed income securities As ol that date over 72% ol the Companys
fixed income investments are held in securities that arc United States uovernmenthacked or rated AAA and

approx mate ly 96% of the Ii xed iric nile purtt olh is rated or cassi hed as ns estineni grade Pcrccntaties arc bused

on the amortized cost basis of the securities Credit ratings are based on SP and Moodys published ratings If

security was rated dilferently by both
rating agencies the lower of the two ratings was selected

The table below outlines the composition of the investment portfolio currently in an unrealized loss position

by credit rating percentages are based on the amortized cost basis of the investments Credit ratings are based

on SP and Moodys published ratings and are exclusive of insurance effects If security was rated differently

by both rating auencies the lower of the two ratings was selected

A-Ltatiiigs 1311B Non-

or to itBil- Jnvestinent

Higher Ratings Grade

December 31 2010

LS Treasury bonds 100.0% 0.11% 0.0%

Municipal bonds 99.æi% 0.4% 0.0%

Li reign hoods 97.5% 0.4%

Uovcriinicntal agency bonds 100.0% 0.0% tILO%

Go erninental agency mortgagehacked securities 1000% 0.0% 0.0%

Non-agency mortgage-backed and asset-backed securities 0.5% 10% 995%

Corporate debt securities 95.4% 4.6% 01%
Preftrred stock 00% OA% 100.0%

91.7% 0.5% 7.8%

Approximately 27% of the Companys municipal bonds portfolio has third party insurance in effect

Sohsiantially all securities in the Companys nonagency mortgagehacked and assetbacked porttolio arc

senior tranches and were investment grade at the time of purchase however many have been downgraded below

investment grade since purchase The table below swnmarizes the composition of the Companys nonagency

niortgage-hacked and assethacked securities by collateral type year of issuance and current credit ratings

Percentages are based ott the amortized cost basis of the sectiritics and credit ratings arc based on SPs and

Moodys published ratings 1.1 secLirity was rated differently by both rating agencies the lower of the two

ratings was selected All atnounts and ratings are as of December 2110

Number Estimated A-Ratinps BBB Non-

tin thousands except percentages and of Amortized Fair or to 81313- Investment

nuinbur of securities Securities Cost Value Higher Ratings Grade

Non-agency mortgage-backed securities

Prime single family residential

2017 6906 5341 0.0% 0.0% lttO.0%

2106 .438 .355 0.0% 0.0% 00.0%

2005 6.13 4.636 0.0% 0.0% 00.0%
2003 311 303 100.0% 0.0% 0.0%

AltA single family residential

2107 18988 5.911 0.0% 0.0% 100.0%

13 $63773 $47534 0.5% 0.0% 99.5%
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As of December 31 2010 none of the non-agency mortgage-backed and asset-backed securities were on

negative credit watch by SP or Moodys

The Company assessed its non-agency mortgage-hacked and asset-backed securities portfolio to determine

what portion of the portfolio if any is other-than-temporarily impaired at December 31 2010 Managements

analysis of the portfolio included its expectations of the future performance of the underlying collateral

including hut not limited to prepayrnents defaults anti loss severity assumptions In developing these

expectations the Company utilized publicly available information related to individual assets analysts

expectations on the expected performance of similar underlying collateral and certain of CoreLogics securities

loans anti property data and market analytic tools As result of the Companys security-level review it

recognized total oilier-than-temporary impairments of $8.5 mill ion on its non-agency mortgage-backed securities

for the year ended December 31 2010 $6.3 million of otherthan-temporary impaimlent losses were considered

to be credit related and were recognized in earnings and $2.2 million of other-than-temporary impairment losses

were considered to he related to factors other than credit and were therefore recognized in other comprehensive

income for the year
ended December 31 2010 The amounts remaining in other comprehensive income should

not be recorded in earnings because the losses were not considered to he credit related based on the Companys

other-than-temporary impairment analysis as discussed above

In addition to its debi anti equity investment securities portfolio the Company maintains certain money-

market and other short-term investments

Contractual obligations summary by due date of the Companys total contractual obligations at

December 31 2010 is as follows

Less than More than

Total year 1-3 years 3-5 years years

in thousands

Notes and contracts payable 293817 19.585 $214355 26988 32.889

Interest on notes and contracts

payable
40961 10248 15197 4.400 111 IS

Operating leases 292763 89.926 125686 55506 1.645

Deposits
1482.557 1460065 15837 6.655

Claim losses 1.108238 292900 281.829 161987 37 1.522

Pension and supplemental benefit

plans
499063 36378 68.198 38440 356047

$3717398 $1909102 $721102 $293976 $793218

The timing of claim payments is estimated and is not set contractually Nonetheless based on historical

claims experience the Company anticipates the above payment patterns Changes in future claim settlement

patterns judicial decisions legislation economic conditions and other factors could affect the timing and amount

of actual claim payments The timing antI amount of payments in connection with pension and supplemental

benefit plans is based on the Companys cunent estimate and mequires the use of significant assumptions

Changes in significant assumptions could affect the amount amid timing of pension and supplemental benefit plan

payments See Note 14 Employee Benefli Plans to the consolidated financial statements for additional discussion

of managements significant assumptions The Company is not able to reasonably estimate the timing of

payments or the amount by which the liability for the Companys uncertain tax positions will increase or

decrease over time therefore the liability of $11.1 million has not been included in the contractual obligations

table See Note 12 Income Taxes to the consolidated financial statements for additional discussion of the

Companys liability for uncertain tax positions

Qff-balance sheet arrangements The Company administers escrow deposits and trust assets as service to

its customers Escrow deposits totaled 3.03 billion and $2.46 billion at December 31 2010 and 2009

respectively of which $0.9 billion and $0.9 billion respectively were held at the Companys federal savings
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bank subsidiary lirst American Trust FSB The escrow deposits held at First American Trust FSB are included

in the accompanying consolidated balance sheets in cash and cash eqLiivaents at iecember 31 2010 and 2009

respectively with of setting liabilities included in deposits The renanning escrow deposits were held at third

party financial institutions

Trust assets totaled $2.9 billion at December 2010 and 2109 and were held at First American Trust

FSB Escrow deposits held at thirdparty financial institutions and trust assets are not considered assets of the

Company under iAA.P and therefore are not included in the accompanying consolidated balance sheets

Fowcvcr the Company could be held contingently liable for the disposition of these assets

In conducting its operalions the Company often holds customers assets in escrow pending completion of

teal estate transactions As result nI holding these customers assets in escrow the Company has ongoing

programs for realizing ccononijc benefits including investment programs borrowing agreements and vendor

sers ices
arrangements with various financial institutions The effects of these progianis are included in the

consolidated nitricial statei nents as income or reduction in expense asippropri ate based on the nat ore of the

urranecnicnt and bencht earned

the Company facilitates taxdeferred property exchanges ttr customers pursuant to Section 31 of the

Internal Revenue Code and taxdeferred reverse exchanges pursuant to Revenue Procedure 200037 As

facilitator arid intermediary the Company holds the proceeds from sales transactions and takes temporary title to

property identified by the customer to he acquired with such proceeds Upon the completion of such exchange
the identified property is transferred to the customer or if the exchange does not take place ait amount equal to

the sales proceeds or in the case of reverse exchange title to the property held by the Compary is transferred

to the customer l...ike-kind exchange funds held by the Company totaled $609.9 million and $385.0 million at

December 2010 and December 2009 respectively of which $408.8 million and $186.1 million at

December 2010 and December 31 2009 respectively were held at the Companys subsidiary First Security

Business Bank FSBB The like-kind exchange deposits held at FSBB are included in the accompanying

consolidated balance sheets in cash and cash equivalents with offsetting liahilities iticluded in deposits The

tcnaining c.\change deposits were held at third-party financial institutions and due to the structure utilized to

lacifitatc lhcsc transactions the proceeds and property arc not considered assets of the Company under 2AAP
and therefore are not included in the ticcompanvinu consolidated balance sheets All such amounts are placed in

hank deposits with bDlC insured institutions The Company could he held contingently liable to the customer for

the transfers of property disbursements of proceeds and the return on the pioceeds
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Item 7A Quantitative and Qualitative Disclosures about Market Risk

Interest Rate Risk

The Company has interest rate risk associated with certain financial instrunients The Company monitors its

risk associated with fluctuations in interest rates and makes investment decisions to manage accordingly The

Company does not currently use derivative financial instruments in any material amount to hedge these risks

The table below provides information ahont certain assets and liabilities as of December 31 20 that are

sensitive to changes in inte.rest rates and presents cash flows and the related weighted average interest rates by

expected maturity dates

2011 20t2 2013 2014 2015 Thereafter Fotal Fair Vaue

tin thousands except percentages

Assets

Deposits with Savings and

Loan Associations and

Banks

Book Value 59.974 59974 59974

Average Interest Rate 1.70% 100.0%

Debt Securities

Amortized Cost $105107 127.170 85311 108148 97.837 1.592.268 $2.1 15.841 $2107984

AverageinterestRate 4.19% 3.46% 4.15% 3.41% 3.11% 2.45% 99.6%

Notes Receivable from

CoreLogic

Book Value 2.338 2494 2.661 2.838 3.028 5.42$ 18.787 18.708

Average Interest Rate 6.52% 6.52% 6.52% 6.52% 6.52% 6.52% 96.7%

Loans Receivable

Book Value 3973 3.004 2.180 2.931 9.830 143.685 65.603 166.904

Average Interest Rate 7.3% 7.47% 7.02% 6.21% 6.10% 6.6t 100.8%

Liabilities

Interest Bearing Escrow

Deposits

Book Value $736664 736.664 736.664

Average Interest RatL 0.38% 100.0%

Variable Rate Deposits

Book Value 437137 437.137 437.137

Average interest Rate. 0.3 1% 00.09k

Fixed Rate Deposits

Book Value 22.736 9024 6.813 2.384 4271 45228 45.988

Average Interest Rate 2.09% 2.90% 2.31% 3.03% 2.70% 101.7%

Notes and Contracts Payable

Book Value 19585 7.848 206507 11951 15.038 32.889 293817 295.465

AveragelnterestRate 3.66% 3.48% 3.42% 4.46% 4.61% 5.22% 100.6%

Equity Price Risk

The Company is also sLlbect to equity price risk iclated to its equity securities portfolio At December 31

2010 the Company had equity securities with cost basis of $280.1 million and estimated lair value of $282.4

million At December 31 2010 included in the equity securities portfolio are shares of CorcLogic coiniuion

stock which the Company received in connection with the Separation with ccst basis of $242. million and

estimated fair value of $239.5 million The Company manages its equity price risk including the risk associated

with its CoreLogic common stock through an investment committee made up of certain senior executives which

is advised by an experienced investment management staff
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ForcLgn Currency Risk

Although the Company has exchange rate risk br its operations in certain torcign countries this risk is not

material to the Companys financial condition or results operations
The Company does not hedge any ol its

boreign exchange risk

Credit Risk

The Companys corporate municipal loreign non-agency mortgagebacked and asset-backed and to

lesser extent its atenc\ securities are subject to credit nsk The Company manages its credit risk through

actively muuitorirq issuer inancial reports credit spreads security pricing
and credit rating miiiration Further

diversilication and concentration liniiis by asset type and per issuer arc established arid monitored by the

Companys imsestmnent committee

The Comnpanys non-agency mortgage-hacked and asset-hacked securities credit risk is analyzed by

monitoring servicer reports and ihrough utilii.ation ot sophisticated cash flow models to measure the default

characteristics of the underlying collateral pools

The Company holds large concentration in US government agency securities including agency mortgage-

backed securities In the event of discontinued US government stipport of its federal agencies material credit risk

could be observed in the portfolio The Company views that scenario as tmnlikely hut possible The federal

government currently is considering various alternatives to reform the Federal National Mortgage Association

Fannie Mae and the Federal llorne J.oan Mortgage Corporation Freddie Mac The nature and timing of the

reforms is unknown however the federal government recently reiterated its commitment in ensuring that Fannie

Mae and Freddie Mac have stilficient capital to perform Lmnder any guarantees issued now or in the lutLire and the

ahilit to macct any of their dcht obligations

The Companys overall iml\estinent securities porilolio maintains an average credit quality oIAA

Iteni Financial Statements and Supplementary Data

Separate financial statements for subsidiaries not consolidated and 5OT or less owned persons accounted for

by the equity method have been omitted because they would not constittite significant subsidiary
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Report of Independent Registered Public Accounting Firm

lo the Board iii Diicctors and Stockholders of

First American Financial Corporation

In our opinion the consolidated financial statements listed in the acconipatlyitig index present fairly in all

niaterial respects the It irrincial position of First American Financial .nrporation arid its subsidiaries at Eccemher

20 and 2009 and the results of iheir operarions and their cash flows liir each of the three years in the

period coded December 31 20 It iii conlnrmiis With arcounung principles generally accepted in the United

States of America In addition in our opinion the Iinancial slatement schedules listed iii the accompanying index

present fairly in all material respects the information set forth therein when read in conjunction with the related

consolidated financial statements Also in our opinion the Company maintained in all material respccLs

effective internal conirol over financial reportina as of December 2010 based on criteria established in

Internal CoinolInurrated lraneuvrk issued by the Committee of Sponsoring Organizations of the Treadway
Commission COSO The Companys management is responsible for these financial statements and financial

statement schedules for maintaining effective internal control over financial reporting and for its assessment of

the effectiveness of internal control over financial reporting included in the Managements Annual Report on

Internal Control Over Financial Reporting appearing under Item 9A OLir responsibility is to express opinions on

these financial statements on the financial statement schedules amid on the Companys internal control over

fi nancia reporting based on iLl audits which was an integrated audit in 20 11 We conducted our audits in

accordance with the standards of the Public Company Accounting Oversight Board United States Those

standards require that we plait arid perfi rrii lie arid its to obtain reasonable assurance about whether the financial

statements are ice of material irtisstateisient and whether effective internal control over financial reporting WaS
maintained in all material respects Our audits ol the financial statements included examining on test basis

evidence supporting the amounts and disclosutes in the financial statements assessing the accounting principles

used and significant estimates made by mnanagcinci and evaluating the overall financial stalctnetit presentation

Our audit of internal control over financial reporting included obtaining an tinderstanding of internal control over

linanciul reporting assesstng the risk that material weakness exists and testing and evaluating the design and

operating effectiveness of internal control based on the assessed risk Our audits also included performing such

other procedures as we considered necessary in the circumstances We believe that our audits provide

reasonable basis for our opinions

As discussed ri Note amounts recorded lor allocations of certain expenses directly attributable to the

operations ol First American Financial Corporation are not necessarily representative of the amounts that would

have been teIlected in the linancial statements had the Company operated as separate standalonc entity

compans internal ntrol over linancial teportinv is process designed to provide teasonable assurance

regarding the reliability of financial reporting and the preparation of linancial statements for external purposes in

accordance with generally accepted accounting principles companys internal control over financial reporting

includes those policies arid procedures that pertain to the maintenance of records that in reasonable detail

accurately rind hurlv reflect the transactions and dispositions of the assets of the conpitny Iii provide reasonable

assurance that transactions are tccordecl as necessary in permit preparation of financial statements in accordance

ith generally accepted accounting principles and that receipts rind expenditures of the company are being made

only in accordance with authorizations of management rind directors of the company and iii ptovide reasonable

assurance iegardirio pmcvention or timely detection of unauthorized acquisition use or disposition 01 the

cot npanv assets that coo Id have iriateri al Ifect in the Ii nancial state merits

Because of its inherent limitations internal control over financial reporting may not prevent or detect

misstatements Also proJections of any evaluation of effectiveness to future periods are subject to the risk that

controls niay become inadequate because ol changes in cunditions or that the degree of compliance with the

policies or procedures na deteriorate

Is Paicisvitrti ousECootLrus LLP

PricewaterhouseCoopers LLP

Orange County California

March 201
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FIRST AMERICA FINANCIAL CORPORATION

AND SUBSIDIARY COMPANIES

CONSOLiDATED BALANCE SHEETS

in thousands except par value

December 31

2010 2009

ASSETS

Cash and cash equivalents
728.746 631297

Accounts and accrued income receivable less allowances $39904 and $35595 234.539 239.166

Income taxes receivable
22266 27.265

Investments

Deposits with savings and loan associations and banks 59.974 75.505

Debt securities
2.07.984 838.719

Equity securities
28246 51.020

Other long-term nveslmeois
177.990 275.275

Notes receivable from CoreLogic/The First American Corporation TFAC 18.787 187.825

2.647.151 2.428344

Loans receivable net
161.526 161.897

Property and equipment net
34587 358.571

Title plants and other indexes 504606 488.135

Deferred income taxes
96.846 111.818

Goodwill
812.031 800.986

Oilier intangible assets net 70050 78892

Other ascets
198.194 213910

$5.82 1826 $5530.28

LIABILITIES AND EQUITY

Deposits
1.482.557 $1153574

Accounts payable and accrued liabilities

Accounts payable
33.350 1.951

Personnel costs
137.84$ 125.622

Pension Costs and other retirement plans
419317 378.427

Other
155889 163766

736404 699.766

Due to CoreLogic TFAC net
62.370 12.264

Deferred revenue
144.719 144.756

Reserve for known and incurred hut not reported claims 1.108.238 1227.757

Notes and contracts payable
293817 119.313

Allocated portion of TFAC debt
140.000

3.828.105 3497.431

Commitments and cottt nge.ncies

____________

Stockholders equity or TFACs invested equity

Preferred stock $00000 par value Authorized500 shares Outstandingnone

Common stock $000001 par value

Authorized300000 shares Outstandingi 14457 shares

Additional paid-in capital
2.057.098

Retained earnings
72.074

TFACs invested equitY
2167291

Accumulated other comprehensive loss 149.156 1147.491

Total stockholders equity or TFACs invested equity 1.980.017 2.019.800

Noncontrolling interests
13.711 13.151

Total equity
1.993721 2.032.851

$5821826 $5.530.281

See Notes to Consolidated Financial Statements
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FIRST AMERICAN FINANCIAL CORPORATION
ANI SUBSIDIARY COMPANIES

CONSOLEIATED STATEMENTS OF INCOME
in thousands except per share amounts

Year Ended lecember 31

2010 2019 2008

1venues

1.216.050 1218.192 1388175

1222274 1229229 1.364346

803718 909576 1.053033

320.874 346.714 509563

7891 82.475 95.242

37.780 36484 46.366

14899 19819 27215

i694.506 3.842.489 4483640

212.106 204.345 115915
83150 70068 43.433

128.956 134277 72482
1.127 11888 11.523

127.829 122.389 84005

1.23 0.81

1.20 1.18 0.8

0.18

104 134 104.006 104006

106 177 104006 104006

$1 .69465

1.517.704

.597.809

94.262

10209

$1780895

1.524.120

646.79

21.249

14.637

$1895090

1.709.640

702215

151.603

82 19

31.845

759

1722 21.05

8.497 45.020

2196 26.213

8.023 39.858 32.604

3.906.612 4046834 4367725

Direct premiunis and escrow hes

Agent premiums

Information and other

Investnent income

Net realized lncstment uains losses

Net otherthantei npolary mpar rmen OFT losses recognized

in carol rigs

Iotal OT losses on equi\ securities

lotal .fl1 losses on debt securities

Portion Of OH losses on debt securities recognized in other

comprehensive loss

Lrpeo.ves

Personnel costs

Prentiums retained by agents

Other operating expenses

Provision for policy losses and other claims

Depreciation and amoruzation

Premium taxes

Interest

liicoine loss before income taxes

Income taxes

Net inconie loss

Less Net income attributable to noneontrolling interests

Net income loss attn humble to the .oin puny

Net income loss per share attributable to the Companys stockholders

Basic

Diluted

Cash dividends per shaie

Weightecl-average comnion shares outstanding

Basic

Diluted

See Notes to Consolidated Financial Statements
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FIRST AMERICAN FINANCIAL CORPORATION

AND SUBSIDIARY COMPANIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

in thousands

Year Eiided December31

2010 2009 2008

Net income loss 956 $134277 72.482

Other comprehensive income loss net of tax

Unrealized gain loss on securities 2489 51873 72906

Unrealized gain on securities for which credit-related portion was

recognized in earnings 4820 10173

Foreign currency transation adjustment 5705 31972 47.796

Pension benefit adjustmenl 10629 20846 50208

Total other comprehensive inCome loss net of Lax 2.385 114.864 170.910

Comprehensive income loss 131341 249.141 243392

Less Comprehensive income attributable to noncontrolling interests 5177 12.788 6.771

Comprehensive income loss attributable to the Company 126164 $236353 $250163

See Notes to Consolidated Financial Statements
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FIRST AMERI CAN FINANCIAL CORPORA11ON

AND SUBSIDIARY COMPANiES

CONSOUDATEE STATEMENTS OF EQUITY
In thousands

First American Financial Corporation Stockholders

l1ttttce at Deceittbor 2007

loss itlettfie litr 2118

Sale il subsidiary sltate to /oiher

ttctos it tottititil

ittOtest

liii LIioe ol .tilssidctrs shates hi
iii

alter dtrctittsvs it itoticoitti oh lilt

interests

tistt hittiot Ii rtiiuntrolittti

fibrosis

Eli idends to ll\
Other coinprehensti loss

iNcite 19t

Net tttntri hutititis titan bAC

Balance at Decetttlcsr 2018

Net ito itte lot 20
Sale sithsid iarv sliatos to /othe

itvt eases Itt ttottoititro

tfitetOsis

Putdtso it suh.ichiar shares rum

thor dccteasor iii niitcoitirolhitte

interests

li.ii ltitiiits ti
titicnlrhltitii

litteists

Iii iletids II AC
Ittlter Cii ilirolietlsi to itcitie

Note lOi

Net di sirilsuitiorts it lbA

laitce at Dcetttlor it 2009

Net tic site canted pci or to tine

2111 separation

Net oiuntribui ions rout IFAC
1sirihtjiiiun to fra upon

separation

.7tpitahiiaiiuttt as esuht of

separaliotu trout TFAC

Issitanot ut counutuon stock at

separation
104.016

Net ituconte earned following June

2111 separation

tvidetichs tin eortlmott shares

Shares inert itt eottneetitttt iv it Eu

restricted stock ittu it pt ott and

bettelit plans 451

tarebased itfi iperisaba itt

Cii

t1iitolase ti stthsidtarv shares nun

then decreases it noiicotttttut titta

litterisI

Sale ot ulsidiais shares to itlter

rtireasos in tic mu ol lint

mite tests

histrihmmttoiis to noti.-oimttolliitg

tttetesi

Other corn preheutsi so iii me

bNuile lYl

l3tlance at December 31 201 it

83.01t

Ii 3.964

52 342

2167.291 147491

36777
-.-- 2397

1565701 221t5

23347.528 -- 2.1147.528

91 .052

18.5531

See Moles to Consolidated Financial Statements

Accumulated

oilier

comprehensive

hISS

95.297t

Noncootrolling

intereshs

09.684

11523

fotal

2.U40.458

72.4821

-dditiuinal 1FACs
Cuurunitoti paidin Retained invested

Shares stock capital earnings equity

-- 82.126.1171

84.0051

11.OOltt

221.231

2.153.296

-.- 122.389

26.948

6.571 6571

29.258

11.344

166.1581

126 14551

29.2581

hI 1.344

1000

1171.911

221.211

1.974.265

134.277

4.752

82.424

11.88$

311.348 31.348

131311

t937$

76.183

11378
.11 tO

114.864

52.342

2.032851

76924

2.097

1786211

901

13.151

47

981 92.132

118.553

24311

6.852

3.511 5.7t4t

2.855 125

6852

2tt386

S2.0573198 72174 SI 14 156104.457

1.1331

4151

13.7114

II

1.133

24.436

193 77
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Year hnctetl December 31

2010 2009 200$

CASH FLOWS FROM OPERATING ACTIVITIES

Net income

Adjustments to reconcile net income loss to cash provided by operating activities

Provision for policy losses and other claims

Depreciation
and amortization

Net realized investment gaitisi losses

Net 0Th losses recognized in earnings

Share-based compensation

Equity in earnings losses of affiliates

Dividends from equity
method investments

Changes in assets and liabilities excluding effects of acquisitions and noncash transactions

Claims paid including
assets acquired net of recoveries

Net change iii income tax accounts

Decrease in accounts and accrued income receivahl

Increase decrease in accounts payable and accrued liabilities

Net change in due to CoreLogic/TFAC

Decrease in deferred rcvellue

Other net

Cash provided by operating
activities ______________

CASh FLOWS FROM INVESTING ACTIVITIES

Net cash effect of arquisitions/dispOsttinns

Purchase of subsidiary shares from/other decreases iii rionconirolling interests

Sale of subsidiary
shares to/other increases in ntoitcontrolliitg interests

Net decrease increase in deposits with banks

Purchases of debt and equity securities

Proceeds from sales of debt and equity
securities

Proceeds from maturities of debt securities

Proceeds from redemption of Company owned life insurance

Net decreimse lincreaset in other longturin investments

Proceeds from nones receivable from Corel..ogic/TFAC

Origination
and purchases of loans and participations

Net decrease in loans receivable alter origniations and others

Capital expendittires

Proceeds front sale of property
and equipment _________________

Cash used for investing activities ____________

CASH FLOWS FROM FINANCING ACTIVITIES

Net change in deposits

Proceeds from issuance of debt

Prtceeds from issuiiuce u.if note payable to TFAC

Iroceeds from allocation of debt from TFAC

Repayment of debt

Repayment of debt to TFAC

Distributions to uoncontrolling
interests

Excess tax benefits from share-bused compensation

Proceeds from shares issued in contiection with restricted stock unit option
and benefit lam

Dividends paid no 1FAC

Cash dividends

Cash distribution to IPAC mipori separation _____________

Cash provided by tised Ioo fitiancing
activities

_____________ ____________

Net increase decrease in cash uutid cash equivalents

Cash and cash equivalentsBeginning of year ____________ _________

Cash atid cash eqitivaletitsEnd of year
_____________ __________

SUPPLEMENTAl INFORMATION
Cash paid

received during the year for

Interest

PremiLun taxes

Income taxes net

Noncashi investing and financing
activities

Liabilities asstimed in connection with acquisitions

Net noitcash capital contributions from distnlmutmons to TFAC

Net noncash distribution to TFAC upon separation

See Notes to Consolidated Financial Statements

FIRST AMERICAN FINANCIAL CORPORATION

AND SUBSIDIARY COMPANIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

in thousands

128.956 134.277 72482

320874
78.911

110.209

S.t123

15163

8.376
8.257

346.714

82.475

14.637
39.858

14.563

10.877
3.911

509.563

95.242

58.219

32604
8.289

2.642

5.262

4112.157

136337
4.1121

1188.171

7.757
181713

110.441

/32.8011

ii 2.763l

6.57

13224
886.9741

199883

197 .834

166.315
4.587

45.09fn

10 155

88.630
16.0111

811.772

4562251 452.117
60.290 58437

4731 12.355

5.890 52.620

11.392.1
49589

11802 133171

12.453 180.194

155543 233.587

12.145t 22.351

13.7461 103.131

110 311.318

16.1192 113974

1.532.811 139.229
699.342 418.552

5971138 478.871

19.602

13.429 31.717

2.831 4.809

9.0901 23.7291

9.461 13524

887251 42.304

8832 12018

1278.971 44.665

328983
213.462

29087

10.95 8.1

1169572
.1331

.081

2.431

12.502
1131111

21 877

97449
01.297

728.746

11446471 554.536

8.057 5.577

140.000

152.747 157.228

9.378 11.344
439 13581

83110 11.1111

13.58111

281.276 517595

92.354 82.736

723651 906387

$631297 723.651

16.717 10876 17051

41061 TI 321 56.301

21.771 251136 17097

1.100 2.215 4096

2.097 52.342 217.642

126.570
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FIRST AMERICAN FINANCIAL CORPORATION
AND SUBSIDIARY COMPANIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE Description of the Company

first Anierican Financial Corporation ihe Conipany through its subsidiaries is engaged in the business

of providing financial services The Company consists of the following reportable segments and corporate
fun ctjon

The Companys title insurance and services segment issues title insurance policies on residential and

commercial property in the United States and offers similar products and services internationally This

segment also provides escrow and closing services accommodates tax-deferred exchanges of real estate

maintains manages and provides access to title plant records and images and provides banking trList

and investment advisory services The Company through its principal title insurance subsidiary and

such sLibSidiarys affiliates transacts its title insurance business through network of direct operations
and agents lhrough this network the Company issues policies in the 49 states that permit the issuance

ol title insurance policies and the District of Columbia The Company also offers title insurance and

similar products as well as elated services either directly or through out ventures in foreign Countries

includnig Canada the United Kingdom and anous other established and emerging markets

Ihe ompanvs specialty insurance segment issues property and casualty insurance policies and sells

home warranty products ilie property and casualty insurtirice husiness piovudes insurance
coverage to

residential hot iieow ners and ic nters hr liability losses and pica hazards such as fire theft vandalism

and other types of property damage lhis business is licensed to issue policies in all 50 states and

actively issues policies in 43 states In its largest market California it also offers ptek.ned risk auto

insurance to better compete with other carriers offering bundled home and auto insurance The honie

warranty business provides resident al service contracts that cover residential systems and appliances

against failures that occur as the result of normal usage during the coverage period This business

currently operates in 39 states and the District of Columbia

rhe corporate division consists of certain financing facilities as well as the corporate services that sUpport
the Companys business operations

Spin-off

The Company became publicly traded company following its spinoff lioin its prior parent The First

American Corporation iFAC on June 2010 the Separation On that date TFAC distributed all of the

Coriipunys outstanding shares to the record date shareholders of 1FAC on oneforone basis the
Distribution Alter the Distribution the Company owns TFACs financial services businesses and TFAC
which reincorporated and assumed the name CoreLogic Inc CoreLogic continues to own its infunnation

solutions businesses The Companys common stock trades on the New York Stock Exchange tinder the FAF
ticker symbol and CoreLogics common stock trades on the New York Stock Exchange under the ticker symbol

CLGX

To effect the Separation TFAC and the Company entered into Separation and Distribution Agreement the

Separation and Distribution Agreementj that
governs the rights and obligations of the Company and CoreLogic

regarding the Distribution It also governs the relationship between the Company and CoreLogic subsequent to

tile completion of the Separaiton and provides for the allocation between the Company and CoreLogic of
ll-ACs assets arid liabilities lhie Separation and DistribLition Agreement identifies assets liabilities and

contracts that were allocated between CoreLogic and the Company as patt of the Separation and describes the
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FIRST AMERICAN FINANCIAL CORPORATION

AND SUBSIDIARY COMPANIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTSContinued

transfers assumptions and assignments of these assets liabilities and contracts In particular the Separation and

Distribution Agreement provides that subject to the terms and conditions contained iherein

All of the assets and liabilities primarily related to the Companys businessprimarily the business and

operations of TFACs title insurance and services segment and specialty insurance segmenthave been

retained by or transferred to the Company

Al of the assets and liabilities primarily related to CoreLogics businessprimarily the business and

operations of TFACs data and analytic solutions information and outsourcing solutions and risk

mitigation and business solutions segmentshave been retained by or transferred to CoreLogic

On the record dale for the Distribution TFAC issued to the Company and its principal title insurance

subsidiary First American Title insurance Company FATiCO number of shares of its common

stock that resLilted in the Company and FATICO collectively owning 12.9 million shares of CoreLogics

common stock immediately following the Separation Sec Note 18 Transactions with CoreLogicITFAC

to the consolidated financial statements for further discussion of the CoreLog.ic stock

The Company effectively asSLimed $200.0 million of the outstanding liability for indebtedness under

TFACs senior secured credit facility through the Companys borrowing and transferring to CoreLogic

of $200.0 million tinder the Companys credit facility in connection with the Separation See Note 10

Notes and Contracts Payable to the consolidated financial statements for further discussion of the

Companys credit facility

The Separation resulted in net distribution from the Company to TFAC of $156.6 million In connection

with such distribution the Company assumed $22.1 million of accumulated other comprehensive loss net of tax

which was primarily related to the Companys assumption of the unfunded portion of the defined benefit pension

obligation associated with participants who were employees of the businesses retained by CoreLogic See Note

14 Employee Benefit Plans to the consolidated financial statements for additional discussion of the defined

benefit pension plan

Significant Accounting Policies

Principles of onthination and Basis of Presentation

The Companys historical financial statements prior to June 2010 have been prepared in accordance with

generally accepted accounting principles and have been derived from the consolidated financial statements of

TFAC and represent carve-out stand-alone combined financial statements lhc combined financial statements

prior to June 2010 include items attributable to the Company and allocations of general corporate expenses

from TFAC

The Companys historical financial statements prior to June 2010 include assets liabilities revenues and

expenses directly attributable to the Companys operations The Companys historical linancial statements prior

to June 2010 reflect allocations of corporate expenses
from TFAC for certain functions provided by TFAC

including but not limited to general corporate expenses related to finance legal information technology human

resources communications compliance facilities procurement employee benefits and share-based

compensation These expenses have been allocated to the Company on the basis of direct usage when

identifiable with the remainder allocated on the basis of net revenue domestic hcadcount or assets or

combination of such drivers The Company considers the basis on which the expenses have been allocated to be

reasonable reflection of the utilization of services provided to or the benefit received by the Company during the

periods presented The Companys historical financial slatenients prior to June 20l do not reflect the debt or

interest expense
it might have incurred if it had been standalone entity In additioti the Company expects to

incur other expenses not reflected in its historical financial statements prior to June 2010 as result of being
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FIRST AMERICAN FINANCIAL CORPORATION
ANI SUBSIDIARY COMPANIES

NOTES To CONSOLIDATED FINANCIAL STATEMENTSContinued

separate publicly traded company As result the Companys historical financial statements prior to June

2010 do not necessarily reflect what its financial position or results of operations would have been ii it had been

operated as standalone public entity during the periods covered prior to June 2010 and may not be

indicative of the Companys future results ol operations and financial position

Irinctp/es of C.oii.colidctrien

The consolidated financial statements have been prepared iii accordance with generally accepted accounting

principles and reflect the consolidated operations of the Company as separate standalone publicly traded

company subsequent to June 2010 The consolidated financial statements include the accounts of First

American Financial Corporation and all controlled subsidiaries All significant intercompany transactions and

balances have been clnninatcd Investments in which the Company exercises significant nillucnee hut does not

control and is not the primarY beneficiary arc accounted for usnimt he equits method Investments in which the

oi pany does nm it exercise siam want all uence over the in vestee are accoun ted tar under the cost net hod

Recia.v cifkaiioo

Certain 2008 and 2009 amounts have been reclassified to conlonn to the 2010 presentation

During 2010 the Company changed the presentation of its revenues This change resulted in direct revenues

from escrow and insured products being presented separately Ironi direct revenues from non-insured products

Direct revenues from escrow and insured products are included in lireci premiums and escrow fees while direct

revenues froni noninsured products are included in information and other Inlormation and oiher is primarily

comprised of revenues generated from fees associated with title search and related reports title and other real

propcmi records and inlages and other noninsured settlement services The Company has reclassified prior

period data to conform to the current piescotatmon

sr 0/ CS/lU li/IC

The preparation cif financial statetients in accordance with generally accepted accounting principles requires

management to make estimates and assumptions that affect the statements Actual results could differ front the

estimates and assumptions used

as/i and Cclxii ici.iiva1eiiis

The Company considers cash equivalents to be all shortterm investments that have an initial maturity of 91

days or less and arc not restricted for statutory deposit or premium reserve requirements

ibm Quills rind accrued i//co/ne receirob/e

Accounts and accrued icomne receivable are generally due within thirty days arid are recorded net of an

allowance or doubtful accounts We consider accounts outstanding longer than the contractual payment terms as

past due Wc determine our allowance by considering number of actors including the length of time tratle

accounts receivable are past due previous loss history speeilmc customers ability to pay its obligations to us

ard the condition of the general economy and industry as whole Amounts are charged off in the period they are

deemed to he uncol cci ible
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FIRST AMERICAN FINANCIAL CORPORATION

AND SUBSIDIARY COMPANiES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTSContinued

In restrnen.ts

Deposits with savings and loan associations and banks are short-term investments with initial maturities of

more than 90 days

Debt securities are carried at fair value and consist primarily of investments in obligations of the United

States Treasury varioti.s corporations certain state and political subdivisions and mortgage-hacked securities

Equity securities are carried at fair value and consist primarily of investments in marketable common stocks

of corporate entities

The Company classifies its publicly traded debt and equity securities as available-for-sale and carries them

at fair value with unrealized gains or losses classified as component of accumulated other comprehensive loss

See Note Debt and Equity Securities to the consolidated financial statements for discussion of ihe Companys

accounting policies pertaining to its debt and equity securities including other-than-temporary impairment and

fair value measurement

Other longterm investments consist primarily of investments in affiliates which are accounted for under

the equity method of accounting or the cost method of accounting and notes receivable For the year ended

December 31 2010 the Company recognized $3.9 million of impairment losses on other long-term investments

including $3.2 million related to note receivable and $0.7 million related to other investments For the year

ended December 31 2009 the Company recognized $2.2 million impairment loss on note receivable For the

year ended December 31 2008 the Company recognized $38.8 million of impairment losses on other long-term

investments including $14.9 million relaied to an investment in nonvoting connvertible preferred stock $17.1

million related to note receivable of diversified provider of real estate settlement services that declared

bankruptcy and $6.8 million related to an investment in affiliate Additionally in 2008 the Company wrote-off

$5.3 million in other accounts receivable related to the aforementioned diversified provider of real estate

settlement services in making the determination as to whether an individual investment was impaired the

Company assessed the then-current and expected financial condition of each relevant entity including but not

limited to the anticipated ability of the entity to make its contractually required payments to the Company with

respect to debt obligations to us the results of valuation work performed with respect to the entity the entitys

anticipated ability to generate sufficient cash flows and the market conditions in the industry in which the entity

was operating

Loans receivable

The performance of the Companys loan portfolio is evaluated on an ongoing basis by management Loans

receivable are impaired when based on current information and events it is probable that the Company will be

unable to collect all amounts due according to the contractual tenns of the loan agreement Impaired loans

receivable are measured at the present value of expected future cash liows discounted at the loans effective

interest rate As practical expedient the loan may be valued based on its observable market price or the lair

value of the collateral if the loan is collateraldependent No indications o.f material impairment of loans

receivable were identified during the three-year period ended December 31 2010

Loans including impaired loans are generally classified as nonaccrual if they miss more than three

contractual payments which usually represent past due between 60 to 90 days or more Loans that are on

current payment status or miss or contractual payments mnay also he classified as nonaccrual if they arc

classified by the regulators in an examination and the circumstances have not improved The Companys general
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policy is to reverse from income previously accrued but unpaid interest While loan is classified as nonaccrual

and the luture collectabilitv of the recorded loan balance is doubtful collections of interest and principal are

generally applied as reduction to principal outstanding income on such loans is subsequently recognized only

to the extent that cash is received and luture collection of principal is probable Loans may he returned to accrual

status shcri all principal and interest amounts contractually due including arrearagcs are reasonably assured of

repasnient thin an acceptable period of time in accordance with the contractual tcnns of interest and principal

Ititerest income on nonaL rtial loans that would have been recognized during the years ended December 31

210 2119 and 2015 if all of such loans had been current in accordance with their original terms totaled $1

thousand $12 thousand and $0 respectively

The allosancc br loan losses is established through charges to earnings in the form of pro\hision for loan

losses Loan losses arc charged to and recoveries are credited to the allowance for loan losses The provision for

loan losses is determined after considering various factors such as loan loss experience maturity of the portfolio

size of the portfolio borrower credit history the existing allowance for loan losses current charges and

recoveries to the allowance for loan losses the overall quality of the loan portfolio and current economic

conditions as detennined by management regulatory agencies and independent credit review specialists While

many of these factors arc essentially matter of judgment and may not he reduced to mathematical formula the

Cuiripany believes that in light of the collateral securing its loan portfolio the current allowance for loan losses

is an adequate li ance against foreseeable losses

lhe udcq uacs it the lb wance or loan losses is based on hiri nula all ocauons and specific allocations

Formula allocations are made on percentage basis which is dependent on the underlying collateral the type of

loan and general economic conditions Specific allocations are made as problem or potential pioblein loans are

identified and are based upon an evaluation by management of the status of such toans Specific allocations nay

he nv ised from time to time as the status of problem or potential problem loans changes

Property mid equipment

Property and equipment includes computer software acquired or developed for internal use and for use with

the Companys products Software development costs which include capitalized interest costs and certain

payroll-related costs of employees directly associated with developing software in addition to incremental

payments to third parties are capitalized from the time technological feasibility is established until the software

is ready for misc

Depreciation on buildings and on furniture and equipment is computed using the straightline method over

estimated useful lives of 25 to 40 years and to It years respectively Capitalized software coststre amortized

using the straightline method over cstinmaied useful lives of to IS years Leasehold improvements are

amortized over useful lives that are consistent with the lease term

lit/c p/ants i/ill nt/icr inc/cits

Title plants and other indexes includes title plants of $502.9 million and capitalized meal estate data net of

$1.7 million at December 31 2010 and title plants of $484.7 million and capitalized meal estate data net of $3.5

million at December 31 2009 Title plants are carried at original cost with the costs of daily maintenance

updating charged to expense as incurred Because properly maintained title plants have indefinite lives and do

not diminish in value with the passage of time no provision has been made for depreciation or amoiization The

Company analyzes its title planLs for impairment on an annual basis This analysis includes but is not limited to

the effects of obsolescence duplication demand and other economic actors Capitalized real estate data is

amortized using the straight-line method over estimated useful lives 01S to IS years
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Goodwill

Goodwill is tested at least annually for impairment The Company performs the goodwill impairment lest in

the fourth quarter using September 30 as the annual valuation date to test goodwill for impairment

Managements impairment testing process
includes two steps The first step Step compares the lair

value of each reporting unit to its book value The fair value of each reporting Unit IS determined by using

discounted cash flow analysis and market approach valuations if the fair value of the reporting unit exceeds its

book value the goodwill is not considered impaired and no additional analysis is required However if the book

value is greater than the fair value second step Step must be completed to determine lithe fair value of

the goodwill exceeds the hook value of the goodwill

Step involves calculating an implied fair value of goodwill for each reporting unit fur which the llrst step

indicated impairment The implied fair value of goodwill is determined in manner similar to the amount of

goodwill calculated in business combination by measuring the excess of the estimated fair value of the

reporting unit as determined in the- first step over the aggregate estimated fair values of the individual assets

liabilities and identifiable intangibles as lithe reporting unit was being acquired in business combination If the

implied fair value of goodwill exceeds the canying value of goodwill assigned to the reporting unit there is no

impairment If the carrying value of goodwill assigned to reporting twit exceeds the implied lair value of the

goodwill an impairment loss is recorded for the excess An impairment loss cannot exceed the carrying value of

goodwill assigned to reporting unit and the loss establishes new basis in the goodwill Subsequent reversal of

goodwill impairment losses is not permitted

The valuation of goodwill requires assumptions and estimates of many critical factors including revenue

growth rates and operating margins discount rates and future market conditions determination of market

multiples and the establishment of control premium among others Forecasts of future operations are based in

part on operating results and managements expectations as to fuiure market conditions These types of analyses

contain uncertainties because they require management to make assumptions and to apply judgments tc estimate

industry economic factors and the profitability of future business strategies However if actual results are not

consistent with the Companys estimates and assumptions the Company may be exposed to future impairment

losses that could be material

Other intangible sets

The Companys intangible assets consist of covenants not to compete customer lists trademarks and

licenses Each of these intangible assets excluding licenses is amortized on straightline basis over their useful

lives ranging from to 20 years and is subject to impairment tests when there is an indication of triggering

event or abandonment Licenses are an intangible asset with an indefinite lifu and i.ire therefore not amortized hut

rather tested fur impairment by comparing the fair value of the license with its carrying value at cast annually

and when an indicator of potential impairment has occurred

Impwrinen at longlived assets

Longlived assets held and used include properly and equipment capitalized software and other intangible

assets with finite life Management uses estimated future cash flows undiscounted and excluding interest to

measure the recoverability of long-lived assets held and used whenever events or changes in circumstances

indicate that the carrying value of an asset may not he fully recoverable If the undiscounted cash flow analysis

indicates long-lived asset is not recoverable the impairment loss recorded is the excess of the carrying amount

of the asset over its fair value
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In addition tue ompan\ canie longlived assets held or sale at the lower of cost or market as of the date

that ccria1n criteria have been met As of ece mher 2010 and 2009 no longlived asscts were classified as

held for sale

Reverie tr kwon and incurred /iir not reported vlain.r

The Company provides for title insurance losses by charge 10 expense when the related premium revenue

is recognized The amount charged to expense is generally determined by applying rate the loss provision rate

to total title insurance premiums and escrow fees The Companys management estimates the loss provision rate

at the beginning of each year and reassesses the rate quarterly to ensure that the resulting incurred but not

reported IBNR loss reserve and known claims reserve included in the Companys consolidated balance sheets

together reflect managements best estimate of the total costs required to settle all IBNR anti known claims if the

ending IBNR rescrsc is not considered adequate an adjustment is recorded

process at assessing the loss provision rate anti the resulting RNR levers involves evaluation of the

rsu Its of both an it se actuarial mc icw and independent actuarial analysis The Cot npany in house actuary

pcrhinns reserve analysis utilizing generally accepted actuarial methods that incorporate cumulative historical

claims experience and information provided by inhouse claims and operations personnel Current economic and

business trends are also reviewed and used in the reserve analysis These include real estate and niortgage

markets conditions changes in residential and commercial real estate values and changes in the levels of deFaults

and foreclosures that may affect claims levels and patterns of emergence as well as any company-specific factors

that may be relevant Lu past and future claims experience Results from the analysis include but are not limited

to range of IBNR reserve estimates and single point estimate for IBNR as of the balance sheet date

For recent policy years at early stages of development generally the last three years IBNR is estimated by

applying an expected loss rate to total title insurance premiums and escrtw fees and adjusting for policy year

matLirity using the estimated loss development lattermls The expected loss rate and patterns are based on

historical experience and the relationship of the history to the applicable policy years This is generally

accepted actuarial method of determining 1I3NR for policy years at early development ages II3NR calculated in

this was differs from the IBNR multiplicative loss development factor calculation would produce Iacrorhased

dcv elopment effectively extrapolates results to date forward through the lifetime of the policy years

development

For more mature policy years generally policy years aged more than three years IBNR is estimated using

multiplicative loss development actor calculations These years were exposed to adverse economic conditions

during 20172010 that may have resulted in acceleration of claims and onetime losses The possible

extrapolation of these losses to future development periods by using factors was considered The impact of

economic conditions during 20072011 is believed to account for much less significant portion of losses on

policy years 2004 and prior than on more recent policy years Policy years 2004 and prior were at relatively

mature ages when the adverse development period began in 2007 and mtmch of their losses had already been

incurred by then In addition the loss development factors for policy years 2007 and prior are low enough that

the potential for overextrapolation is limited to an acceptable level

The Company utilizes an independent third party actuary who produces report with estimate.s and

projections of the sante financial items described above The third party actuarys analysis uses generally

accepted actuarial methods that may in whole or in part he different from those used by the in-house actuary The

third party actuarys report is Lmsed to validate the reasonableness of the inhouse analysis
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The Companys management uses the IBNR point estimate from the in-house actuarys analysis and other

relevant information it may have concerning claims to determine what it considers to be the best estimate of the

total amount required for the IBNR reserve

Title insurance policies are long-duration contracts with the majority of the claims reported to the Company

within the first few years following the issuance of the policy Generally 70 to 80 percent of claim amounts

become known in the first five years of the policy life and the majority of IBNR reserves relate to the five most

recent policy years
material change in expected ultimate losses and corresponding loss rates for policy years

older than five years
while possible is not considered reasonably likely by the Company However changes in

expected ultimate losses and corresponding loss rates for recent policy years are considered likely and could

result in material adjustment to the IBNR reserves Based on historical experience the Company believes that

50 basis point change to one or more of the loss rates for the most recent policy years positive or negative is

reasonably likely given the long duration nature of title insurance policy If the expected ultimate losses for

each of the last live policy years increased or decreased by 50 basis points the resulting impact on the IBNR

reserve would be an increase- or decrease as the case may he of $105.1 million The estimates made by

management in determining the appropriate level of IBNR reserves could ultimately prove to be inaccurate and

actual claims experience may vary from expected claims experience

The Company provides for property
and casualty insurance losses when the insured event occurs The

Company provides for claims losses relating to its home warranty business based on the average cost per claim as

applied to the total of new claims incurred The average cost per
home warranty claim is calculated using the

average of the most recent 12 months of claims experience

Invested Equity

Invested cquity refers to the net assets of the Company which reflects TFACs investment in the Company

prior to the Separation antI excludes noncontrolling interests

Revenues

Title premiums on policies issued directly by the Company are recognized on the effective date of the title

policy and escrow fees are recorded upon close of the escrow Revenues from title policies issued by independent

agents are recorded when notice of issuance is received from the agent which is generally when cash payment
is

received by the Company Revenues earned by the Companys title plant management business are recognized at

the time of delivery as the Company has no significant ongoing obligation after delivery

Direct premiums of the Companys specialty insurance segment include revenues from home warranty

contracts which are recognized ratably over the 12month duration of the contracts and revenues from property

and casualty insurance policies which arc also recognized ratably over the 12-month duration of the policies

Interest on loans of the Companys thrill subsidiary is recognized on the ouistanding principal balance on

the accrual basis Loan origination fees and related direct loan origination costs arc deferred and recognized over

the life of the loan Revenues earned by the other products in the Companys trust and banking operations are

recognized at the time of delivery as the Company has no significant ongoing obligation after delivery
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Preiiuum lCLteS

Tide insurance property and casualty insurance and home warranty companies like other types of insurers

are generally not subject to state income or franchise taxes However in lieu there-ol most states impose tax

based primarily on insurance premiwas written This premium lax is reported as separate line item in the

consolidated statements of income loss in order to provide more meaningful disclosure of the taxation of the

Company

Iiicon lcLves

The Compan accounts fer income taxes under the asset and liability method whereb deferred tax assets

and Irabil ties are recognized fir the future lax consequences attributable to diflerences between the financial

staleiueiit earryine aninuirts at existing assets arid liabilities arid their respective tax bases Dc erred tax assets

and liabilities arc measured using enacted tax lutes expected to apply in the years in which those temporary

diflerences arc expected to be recosered or settled The effect on deferred tax assets and liabilities of change in

tax ales is recognized in income in the period that includes the enactment date The Company evaluates the need

to establish valuation allowance fir deferred tax assets based upon the amount of existing temporary

iii ferences the period in which they are expected to he recovered and expected levels of taxable income

valuation allowance to reduce deferred tax assets is established when it is more likely than trot that some or all

of the deferred tax assets will not be realized

The Company recognizes the effect of income tax positions only if sustaining those positions is more likely

than not Changes in recognition or mrieasuremcnt of uncertain tax positions are rellected in the period in which

change in judgment occurs The Company recognizes interest and penalties if any related to uncertain tax

positions in tax expense

S/UI em -hosed coin pensaluin

The Tompanv measures the cost of employee services received in exchange for air award of equity

instruments based on the grantdate fair value of the award with limited exceptions The cost is recognized over

the period during which an employee is required to provide services in exchange for the award As stockbased

eomrrpensatiuml expense recognized in the results of operations is based on awards ultimately expected to vest it

has been educed for estimated lorlcitures Forfeitures are estimated at the time of grant and revised if necessary

in suhseqtient periods if actual forfeitures differ from those estimates The Company applies the longform

method for determining the pool of indfall tax benefits

The Companys primary means of share-based compensation is granting restricted stock units RSUs
The fair valtie of RSU grant is generally based on the market value of the Companys shares on the date of

grant and is generally recognized as compensation expense over tire vesting period RSUs granted to certain key

employees have graded vesting and have service and perIirmance requirement and arc therefore expensed

tisi

ng
the accelerated multipleoption method to recoid share-based compensation expense En addition other

RStJs granted to cetlain cxecLitive officers have service antI market requirement and are therefore expensed

using the eradecl-vesting method to record share-based compensation expense Due to the existence of the market

requirement the Company calculates the lair value on grant date using MonteCarlo Simulation to simulate

range oh possible future stock prices lor the Company All other RSLI awards have graded vesting and service is

the oirlv requirement to Vest in the award and are therefore generally expensed using the straight-line single

opt ion method to record share-based compensation expense RSUs receive dividend eqLnvulents in the fonn of

RStJs ha ing the same vesting rcqumremerrts as the RSIJs initially granted
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hi accordance with the modified prospective method the Company used the Black-Scholes option-pricing

model for all unvested stock options as of December 31 2005 The Company used the binomial lattice option-

pricing model to estimate the fair value for any options granted after December 33 2005 The Company utilizes

the straight-line single option method of attributing the value of share-based compensation expense unless

another expense attribution model is required by the guidance.

In addition to RStJs and stock options the Company has an employee stock purchase plan that allows

eligible employees to purchase common stock of the Company at 85.0% of the closing price on the last day of

each month The Company recognizes an expense in the amount equal to the discount

Earnings loss per share

Basic earnings loss per share is computed by dividing net income loss available to the Companys

stockholders by the weighted-average number of common shares outstanding The computation of diluted

earnings per share is similar to the computation of basic earnings per share except that the weighted-average

number of common shares outstanding is increased to include the number of additional common shares that

would have been outstanding ii dilutive stock options had been exercised and RSUs were vested The dilutive

effect of stock options and unvested RSUs is computed using the treasury stock method which assumes any

proceeds that could he obtained upon the exercise of stock options and vesting of RSUs would he used to

purchase common shares at the average market price for the period The assumed proceeds include the purchase

price the grantee pays the hypothetical windfall tax benefit that the Company receives upon assumed exercise or

vesting and the hypothetical average unrecognized compensation expense for the period The Company

calculates the assumed proceeds from excess tax benefits based on the as-if deferred tax assets calculated under

share based compensation standards

Per share infonriation for the current year and prior years was computed using the number of shares of

common stock outstanding immediately following the Separation as if such shares were outstanding for the

entire period

Employee benetit plans

The Company recognizes the overfunded or underfunded status of defined benefit postrctirenlent plans as an

asset or liability on its consolidated balance sheets and recognizes changes in the funded status in the year in

which changes occur through accumulated other comprehensive income loss The funded status is measured as

the difference between the fair value of plan assets and benefit obligation the projected benefit obligation fcr

pension plans and the accumulated postretiremcnt benefit obligation for the other postretirement plans Actuarial

gains and losses and prior service costs and credits that have not been recognized as component of net periodic

benefit cost previously are recorded as component of accumulated other comprehensive income loss Plan

assets and obligations are measured as of December

The Company informally funds its nonqualified deferred compensation plan through tax-advantaged

investments known as variable universal life insurance The Companys deferred compensation plan assets are

included as component of other assets and the Companys deferred compensation plan Jiahility
is included as

component of pension costs and other retirement plans on the consolidated balance sheets The income earned on

the Companys deferi-ed compensation plan assets is included as component of investment income and the

income earned by the deferred compensation plan participants is included as component of personnel costs on

the consolidated statements of income
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/oJitri corieocv

Ihe Company operates in hreign countries including Canada the United Kingdom and various other

established and emerging markets The functional currencies ol the Companys foreign subsidiaries arc their

respective local currencies The fnanciat statements of the foreign subsidiaries arc translated into U.S dollars as

ftdlnws assct and liabilities at the exchanrre rate ax of the balance sheet date equity at the htstorical rules iii

exchange and income and expense amounts at average rates prevailing throughout the period iranslation

adjustirtcnts resulting from the translation of thc subsidiaries accounts arc included in accumulated other

comprehensive loss as separate component of stockholders equity Gains and losscs resulting from forcign

currcncy tratisactions are included within other operating expenses

Re insioiinCe

The Company assumes and cedes large title insurance iisks through the meclianistri of reinsurance

Additionally the Companys property and casuitity insurance hLi.sirtess uses reinsurance to lttnit risk associated

with natural disasters such as windstorms winter storms wildfires and earthquakes In reinsurance arrangements

the primary insurer tclains certain amount of risk under policy and cedes the remainder of the risk under the

policy Ui the reinsurer The primary insurer pays the reinsurer premium in exchange fur accepting this risk of

loss The primary insurer generally remains liable to its insured for the total risk hut is rcitisurcd under the terms

of the reinsurance agreement The amount of premiums assurtied and ceded is recorded as component of direct

premiums and escrow fees on the Companys income statement The total amount of premiums assumed and

ceded in connection with reinsurance was less than 1.0% of premium and escrow fees for the Cotnpanys title

insurance and propeilv arid casualty businesses for each of the three years ended December 31 2010 Payments

and recoveries on rcinsured losses for the Companys title insurance and property and casualty businesses were

immaterial during the three cars ended December 2010

buwir depeci mmd ii.si a.cse/.c

The Company administers escrow deposits and trust assets as service to its customers Escrow deposits

totaled $3.03 billion and $2.46 billion at December 31 2010 and 2009 respectively of which $0.9 billion and

$0.9 hi Ilion respcctielv were held at the Companys federal savings bank subsidiary First American Irust

FSB The escrow deposits held at First American Trust FSI3 ate included in the accompanying consolidated

balance sheets in cash and cash equivalents and debt and eqLtity securities with otlsettiig liabilities included in

deposits The remaining escrow deposits were held at thirdparty financial institutions

Trust assets totaled $2.9 billion at December 31 2010 and 2009 and were held at First American Trust

FSI3 Escrow deposits held at third-party financial institutions and trust assets are not considered the Companys

assets under generally accepted accounting principles and therefore arc not included in the accompanying

consolidated balance sheets However the Company could be held contingently liable for the disposition of these

conducting its operations the Cotupany oltcti holds customers assets in cserow pending completion of

cal estate transactions Asaresult of holding these customers assets in escrow the Company has ongoing

programs for realiing economic benefits including investment programs borrowing agreements and vendor

services arrangements with varioLls financial institutions The eliecis of these programs arc included in the

consolidated financial statements as income or reduction in expense ass appropriate based on the nature of the

arrangement and benefit earned
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Like-kind exchanges

The Company facilitates lax-deferred property exchanges for customers pursuant to Section 1031 of the

Internal Revenue Code and tax-deferred reverse exchanges pursuant to Revenue Procedure 2000-37 As

facilitator and intermediary the Company holds the proceeds from sales transactions and takes te.nlporary title to

property identified by the customer to be acquired with such proceeds Upon the completion of such exchange

the identified properly is transferred to the customer or if the exchange does not take place an amount equal to

the sales proceeds or in the case of reverse exchange title to the property held by the Company is transferred

to the customer Like-kind exchange funds held by the Company totaled $609.9 million and $385.0 million at

December 2010 and December 31 2009 respectively of which $408.8 million and $186.1 million at

December 31 2010 and December 31 2009 respectively were held at the Companys subsidiary First Security

Business Bank lFSBB The like-kind exchange deposits held at FSBB are included in thc accompanying

consolidated balance sheets in cash and cash equivalents with offsetting liabilities included in deposits The

remaining exchange deposits were held at third-party financial institutions and due to the structure utilized to

facilitate these transactions the proceeds and property are not considered assets of the Company under generally

accepted accounting principles and therefore are not included in the accompanying consolidated balance sheets

All such amounts are placed in bank deposits with FDIC insured institutions The Company could be held

contingently liable to the customer for the transfers of property disbursements of proceeds and the return on the

proceeds

Recent Accounting Pronouncements

In June 2009 the Financial Accounting Standards Board FASB issued guidelines relating to transfers of

financial assets which amended existing guidance by removing the concept of qualifying special purpose entity

and establishing new participating interest definition that must be met for transfers of portions of linancial

assets to be eligible for sale accounting clarifies and amends the derecognition criteria for transfer to he

accounted for as sale and changes the amount that can be recognized as gain or loss on transfer accounted

for as sale when beneficial interests arc received by the transferor Enhanced disclosures arc also required to

provide infortnation about transfers of financial assets and transferors continuing involvement with transferred

financial assets This guidance must he applied as of the beginning of an entitys first annual reporting period that

begins alter November 15 200 for interim periods within that first annual reporting period and for interim and

annual reporting periods thereafter Earlier application is prohibited The adoption of this standard had no impact

on the Companys consolidated financial statements

In June 2009 the FASB issued guidance amending existing guidance surrounding the consolidation of

variable interest entities VIE to require an enterprise to qrtalitatively assess the determination of the primary

beneficiary of VIE based on whether the entity has the power to direct the activities of VIE that mosi

significantly impact the entitys economic performance and has the obligation to absorb losses of the e.ntity or

the right to receive benefits from the entity that could potentially he significant to the VIE This guidance also

requires an ongoing reconsideration of the primary beneficiary and amends the events that trigger reassessment

of whether an entity is VIE Enhanced disclosures at-c also requited to provide information about an enterprises

involvement in VIE This statement is effective as of the beginning of each reporting entitys first annual

reporting period that begins after November IS 2.009 for interim periods within that first annual reporting

period and for interim and annual reporting periods thereafter Earliet application is prohibited The adoption oh

this standard had no impact on the Companys consolidated financial statetnents

In January 2010 the FASB issued updated guidance related to fair value measuremenls and disclosures

which requires reporting entity to disclose separately the amounts of significant transfers in and out of Level

75



FIRS1 AMERICAN FINANCIAL CORPORATION
AM SUBSIDIARY COMPANIES

NOTES To CONSOLIIATEI FINANCIAL STATEMENTSContinued

and .cvel lair value neasurernenL and to describe the reasons fur the transfers In addition in the

reconciliation for fair aloe measurements using significant unobservable inputs or Level reporting entity

should disclose separately information about purchases sales issuanees and settlements that is on gross basis

rather than one net ouinber The updated guidance also requires that an entity should provide fair value

iuegsurcment disclosares or each class of assets and liabilities and disclosures about the valuation techniques

and inputs used to measure lair value br both recurring and non-recurring value tTleasurements for Level

and Level lair value measurements The updated guidance is eflective for interim or annual financial reporting

periods beginning after December 15 2009 except for the disclosures about purchases sales issuanees and

settlements in the roll forward activity in Level fair value measurements which aie effective for fiscal years

beginning abler December IS 2010 and for interim periods within those fiscal years The adoption of this

standard did not have material impact on the Companys consolidated financial statements

In February 2010 the FASI3 issued updated guidance which amended the subsequent events disclosure

requirements to eliminate the requirement fur Securities and l.xchaoge Commission SEC flIers to disclose the

date through which it has evaluated subsequent events clarify the period through which conduit bond obligors

must evaluate subsequent events and reline the scope of the disclosure requirements for reissued financial

sLatements Ihe updated guidance was effective upoti issuance Except for the disclosure requirements the

adoption of the
gli

dance had no iii pact on the Ci inipany consul dated Ii nanc al Staterfleo ts

In Match 2010 the FASt issued updated guidance that amends and clarifies the guidance on how entilies

should evaluate credit derivatives embedded in henelicial interests in securitized financial assets The updated

guidance eliminates the scope exception for bifurcation of embedded credit derivatives in interests in securitized

financial assets unless they are created solely by subordination of one financial instrument to another The

updated guidance is effective lor interim financial reporting periods beginning after June 15 2010 with adoption

permitted at the beginning of each entitys Iirst fiscal quarter beginning after issuance The adoption of this

standard had no impact on the Companys consolidated financial statements

in July 2010 the FASB issued updated guidance related to credit risk disclosures for linancirig receivables

and the related allowance for credit losses The updated guidance requires entities to disclose information at

disaggregated levels specifically delined as portfolio segineilts and classes Expatided disclosures include

among other things. rollforward schedules of the allowance for credit losses and information regarding the credit

quality of receivables including their aging as of the end of reporting period The updated guidance is

effective for interim and annual reporting periods ending alter December 15 2010 although the disclosures of

reporting period activity arc required for interim and annual reporting periods beginning alter Dccci ber 15

2011 Except for the disclosure requirements the adoption of this standard had no impact on the Companys
consolidated Ii nanc al st atements

Pending Accounting Pronouncements

In December 2010 the FASt issued updated guidance related to disclosure of supplementary pro forma

information in connection with business combinations The Lipdated guidance clarifies the acquisition date that

should be used for reporting lorma financial information when comparative financial statetnents arc

presented The updated guidance also expands supplemental pro burma disclosures to include description of the

nalure and amount of material nonrecurring pro fornia adjustments directly attributable to the business

combination included in the reported pro forma revenue and earnings The updated guidance is eflective for

annual reporting periods beginning on or after December 15 2010 Except lor the disclosure requirements

management clues not expect the adoption of this standard to have material impact on the Companys

consolidated financial statements
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in December 2010 the FASB issued updated guidance related to when goodwill impairment lesting should

include Step for reporting units with zero or negative carrying amounts The updated guidance modifies Step

of the goodwill impairment test for reporting unils with zero or negative carrying amounts requiri ig those entities

to perform Step of the goodwill impairment test if it is more likely than not that goodwill impairment exista

In determining whether it is more likely than not that goodwill impairment exists an entity should consider

whether there are any adverse qualitative factors indicating an impairment may exist The updated guidance is

effective for interim and annual reporting periods beginning after December 15 2010 Management dues not

expect the adoption of this standard to have material impact on the Companys consolidated financial

statements as none of its reporting units have zerc or negative carrying amounts

In October 2010 the FASB issued updated guidance related to accounting for costs associated with

acquiring or renewing insurance contracts The updated guidance modifies the definition of thc types of costs

incurred by insurance entities that can he capitalized in the acquisition of new and renewal contracts Under the

updated guidance only costs based on successful efforts that is acquiring new or renewal contract including

direct-response advertising costs are eligible for capitalization The updated guidance is effective for interim and

annual repoiling periods beginning after December IS 2011 Management does not expect the adoption of this

standard to have material impact on the Companys consolidated financial statements

In July 2010 the FASB issued updated guidance related to credit risk disclosures for financing receivables

and the related allowance for ciedit losses The updated guidance requires entities to disclose information at

disaggregated levels specifically defined as poilfolio segments and classes Expanded disclosures include

among other things roll-forward schedules of the allowance for credit losses and information regarding the credit

quality of receivables including their aging as of the end of reporting period The updated guidance for

disclosures of reporting period activity arc required for interim and annual reporting periods beginning after

December 15 2010 Except for the disclosure requirements management does not expect
the adoption of this

standard to have material impact on the Companys consolidated financial statements

In January 2010 the FASB issued updated guidance related to fair value measurements and disclosures

which requires reportinu entity to disclose separately reconciliation for fair value measurements using

significant unobservable inputs Level information about purchases sales issuances and settlements that is

on gross basis rather than one net number The updated guidance is effective for interim or annual financial

reporting periods beginning after December 15 20 and for interim periods within the fiscal year Management

does not expect the adoption of this standard to have material impact on the Conipanys consolidated financial

statements

NOTE Statutory Restrictions on Investments and Stockholders Equity

Investments carried at $134.2 million were on deposit with state treasurers in accordance with statutory

requirements for the protection of policyholders at December 31 2010

Pursuant to insurance and other regulations under which the Companys insurance subsidiaries operate the

amount of dividends loans and advances available to the Company is limited principally for the protection of

policyholders Under such regulations the maximum amount of dividends loans and advances available to the

Company from its insurance subsidiaries in 2011 is $194.3 million

The Companys principal title insurance subsidiary FATICO maintained statutory surplus of $854.6

million and $802.3 million as of December 31 2010 and 2009 respectively Statutory net income for the years

ended December 31 2011 and 2009 was $73.3 million and $213 million respectively Statutory net loss ftr the

year ended December31 2008 was $89.4 million
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Statutrvtccounting principles difler in sonic respects from generally accepted accounhine principles and

these dillerences includc but are not limited to nonadmission certain assets principally Imitations on

deferred tax assets capitalized furniture and other equipment premiums and other receivables 90 days past due
assCts acquired in connection with claim settlements other than real estate or mortgage loans secured by real

estate and limitations on goodwill reporting of bonds at amortized cost deferral of premiums received as

statutory premitirn reserve and supplemental reserve if applicable and exclusion of incurred hut not reported

claims reserve

NOTE Debt and Equity Securities

The tnioiii.ed cost and etiinated lair alue of investments in debt securities all of which are classified as

ailable forsale arc as follows

2578

2925

l.4l6

13 14

774
5597

430

2997

96.055

280.471

184956

241844

1.039.266

63 .773

209.476

$2.1 15.841

72.316

132.965

150105

326787

uiireali.ed
Amortized Lstinialed

tin tusandsi
cost gains losses Iiiir value

December 31 2010

LS Treasury bonds 97.859

Municipal bonds 277799

Foreign bonds 185.942

Governmental agency bonds 240 161

Governmental agency iriortgage-backed

securities 7.560 1.329 1.045497

Non-acency mortgage-backed and asset-hacked

securities 277 16516 47.534

Corporate debt securities 5.216 1.500 213.1 92

$21286 $29.143 $2107984

December 31 2009

U.S Trcasury bonds 1.834 297 73.853

Murncipal bonds 2484 493 134.956

Foreign bonds 1.886 83 15 1.908

Governmental agcne bonds 1816 1.829 326.774

io\ernrncntal agency mortgagebacked

securities 997.293 13929 6.080 1005.142

Non-agency mortgage-hacked and asset-backed

securities 94454 1.546 36799 59.201

Corporate debt securities 86.911 1.204 1.230 86.885

$1860831 $24699 $46.Xl $1838719

Al December 31 2010 the $63.8 million amortized cost is net of $6.3 million in other-than-temporary

Impairments determined to he credit related which have been recognized in earnings for the year ended

December 31 2010 At Dccc rnhcr 31 2009 the $94.5 million amortized cost is net of $1 8.8 million in

otherthan-temporary impairments determined to be credit related which have been recognized in earnings

or the year ended December 2009 At December 31 2110 the $16.5 million gross unrealized losses

include 10.4 million of unrealized losses for securities detennined to be othertliartmeinporarily impaired
and $6.1 inihiitm oh unrealized losses for securities for which an othertban-Iemporarv impairment has not

Otherthan

tenlporarv

impairments

in AOCI

28.409

$28409

26213

$26213
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been recognized At December 31 2009 the $36.8 million gross unrealized losses include $17.2 million of

unrealized losses for securities determined to be other-than-temporarily impaired and $19.6 million of

unrealized losses for securities for which an other-than-temporary impairment has not been recognized The

$28.4 million and $26.2 million other-than-temporary impairments recorded in accumulated other

coniprehensive income AOCI through December 31 2010 and December 31 2009 respectively

represent the amount of other-than-temporary impairment losses recognized in AOC1 which from

January 2009 were not included in earnings due to the fact that the losses were not considered to be

credit related Other-lhan-lenporary impairments were recognized in AOCI for non-agency mortgage-

backed and asset-backed securities only

The cost and estimated lair value of investments in equity securities all of which are classified as

availableforsale arc as follows

Gross unrealized
Esliniated

in thousands Cost gains ksses fair value

December 31 2010

Preferred stocks $1150 18 11574

Common stocks 269512 4458 3128 270.842

$279954 $5608 $3.l46 $282416

December 31 2009

Preferred stocks 31.808 $1523 $2.140 31191

Common stocks 16333 3497 19829

48141 55.020 $2.l4l 51020

CoreLogic common stock with cost basis of $242.6 million and an estimated fair value of $239.5 million

is included in common stocks at December 31 2010 See Note 18 Transactions with CorcLogic/TFAC to

the consolidated financial statements for additional discussion of the CoreLogic common stock

The Company had the following net unrealized gains losses as of December 31 2010 2009 and 2008

As of As of As of

December 31 December 31 December 31

2010 2009 2008

in thousands

Debt securities for which an 0Th has been

recognized $I0l75 $15690

Debt securitiesall other 2.318 6422 73.429

Equity securities 2462 2879 33291

5.395 519.233 $106.720

Sales of debt and equity securities resulted in realized gains of $15.2 mitlion $19.5 million and $6.3 million

and realized losses of $2.6 million $3.5 million and $5.7 million for the years ended December 31 2010 2009

and 2008 respectively
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The Company had the following gross unrealized losses as of December 31 2010 and December 31 2009

Less than 12 months

Estimated Unrealized

lair value losses

12 months or longer lotal

Estimated Jnrealied Estimated Unrealized

fair value losses fair value losses

774

5.597

399
29Th

.-- 13555 774
--- -- 149921 .5.597

3.587 31 89693 430
4994 165.234 2.997

1.126 74.848 203 252.265 1.329

iii tlwusaimds

Dcceinber 31 2010

icht securities

U.S Treasury hor.ls

Municipal bonds

Foremen bonds

Go\ crnmncntal aizcucv bonds

Governmental agency mortgagehacked

securities

Non-agency mortgage-backed and asset-

hacked securities

Corporate debt securities

Total debt securities

Equity securities

minI

1eceinber 31 2009

Debt securities

U.S Treasury hoods

N1unicipal btmds

Foreign bonds

Governmental agency bonds

Governmic nutl agency mortgagcbac ked

securities

Non-agency mortgage-hacked and asset-

hacked securities

Corporale debt securities

Iota debt securities

Fqtuty securities

Iota

13555

149.921

76.106

60.240

177.4 17

72.48

649720

247.673

$897393

44.382

42428

28.541

185351

267692

1.767

49970

620131

1.362

$621493

45.301 16.516 45301 16516

.497 422 72903 1.500

12384 139152 16759 788.872 29.143

3128 220 18 247893 3146

15512 $139372 16777 $1036765 $2.289

297 44382 297

448 25.067 45 67495 493

82 1.091 29632 83
1817 4138 12 189.489 1829

13.148 319375 3032 587.067 6080

176
443

6311
L341

7652

54733

23.500

427.904

7776

$435680

36623
787

40.500

80
$4 1300

56500

73470

.038035

9.138

$1057173

.36.799

1230

46811

2.141

$48952
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Substantially all securities in the Companys non-agency mortgage-backed and asset-hacked portfolio are

senior tranches and were investment grade at the time of purchase however many havc been downgraded below

investment grade since purchase The table below summarizes the composition if the Companys non-agency

mortgage-hacked and asset-backed securities by collateral type year of issuance and current credit ratings

Percentages are based on the amortized cost basis of the securities and credit ratings are based on Standard

Poors Ratings Group SPand Moodys Investors Service Inc Moodys published ratings If security

was rated differently by either rating agency the lower of the two ratings was selecied All amounts and ratings

are as of December 31 2010

Number Estimated A-Ratings BBB Non-

in thousands except percentages and number of of Amortized Fair or to I3BB- Investment

securities Securities Cost Value Higher Ratings Grade

Non-agency mortgage-hacked securities

Prime single family residential

2007 6906 5340 0.0% 0.0% 100.0%

2006 31 .438 21 .355 0.0% 0.0% 110.0%

2005 6.131 4636 0.0% 0.0% 100.0%

2003 310 303 100.0% 0.0% 0.0%

Alt-A single family residential

2007 18.988 15.900 0% ftO% 100.0%

13 $63773 $47534 0.5% 0.0% 99.5%

As of December 31 2010 none of the non-agency mortgage-hacked antI asset-backed securities were on

negative credit watch by SP or Moodys
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Ihe amorticd cost and cstiniatcd lair value

maturities are as ol lo

ill Lliuusancls

.S Treasury bonds

Amoruzed COSt

Estimated lair value

Municipal bonds

Amortized COSt

Estimated lair value

loremn bonds

Amortized cost

Lstiniatcd lair value

Govern it lenta ageilcv bonds

ntort zed cost

1stititaied lair value

Corporate debt securities

Amortiied cost

Estunated fair value

iotal debt securities excluding mortgage-hacked

and asset-hacked securities

Amortied cost

Estimated lair valLie

Total mortgage-backed and asset-backed securities

Amortized cost

Estimated hur value

lotal debt securities

Amortsed cost

Estimated lair value

otherthantemporary impairmentdebt securities

Iue altei I.tte alter

II1C live

iue in one through through Due after

year or less five sears ten ears ten years

9.234 69.408 11.313 6.100

9415 71413 11205 5826

3629 41.927 $117318 $117597 280471

3.678 42988 $117987 $1 13.146 277799

5.077 $1 11802 $107239 18.726 241.844

5.183 $1 0987 $105320 18.671 240161

8698 87.962 94.771 18145 209.476

8822 89.763 96.272 18.335 213.192

$103449 $415281 $333604 $160468 $1012802

$104016 $421210 $333749 $155978 $1014953

51.103.039

$1093.03

$2115841

$2107984

though dislocations in the capital and credit markets have largely recovered there Continues to he

volatility and disruption concerning certain vintages of non-agency mortgagehacked securities Ihe primary

factors negatively impacting certain vintages of nonagency mortgagebacked securities include stringent

borrowing guidelines that result in the inability of borrowers to refinance high unemployment continued

declines in real estate values uncertainty regarding the timing and effectiveness of governmental solutions and

eneral slowdown in economic acti ity As ol December 2011 gross unrealized losses on nonagency

mortgagehacked and assethacked securities for which an otherthantemporary impairment has not been

recognized were $6.1 million which represents sccuriues all of which have been jn an unrealized loss

position for longer than 12 months The Company de.terndncs if non-agency mortgage-hacked and asset-hacked

security in loss position is other-than-tetnporarily impaired by comparing the present
value of the cash flows

expected to he collected from the security to its amortized cost basis lithe present value of the cash liows

expected to be collected exceed the amortized cost of the security the Company concludes ihat the security is not

itherthan-telilporarilY impaired The Conipany performs this analysis on all nonagency mortgagehacked and

of debt securities at lccemher 31 2111 hv contractual

rotal

96.055

97859

76811 $105182 2.963

76.91$ $106059 2.965

184.956

185.942
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asset-backed securities in its portfolio that are in an unrealized loss position
The methodology and key

assumptions used in estimating the present value of cash flows expected to he collected arc described below For

the securities that were determined not to he other-than-temporarily impaired at December 31 2010 the present

value of the cash Flows expected to he collected exceeded the amortized cost of each security

if the Company intends to sell debt security in an unrealized loss position or determines that it is more

likely than not that the Company will be required to sell debt security before it recovers its amortized cost

basis the debt security is other-than-temporarily impaired and it is written down to fair value with all losses

recognized in earnings As of December 31 2010 the Company does not intend to sell any debt securities in an

unrealized loss position and it is not more likely than not that the Company wiU be required to sell debt securities

before recovery of their amortized cost basis

If the Company does not expect io recover the amortized cost basis of debt security with declines in fair

value even if the Company does not intend to sell the debt security and it is not more likely than not that the

Company will be required to sell the debt security before the recovery of its remaining amortized cost basis the

losses the Company considers to be the credit portion of the otherthantemporary impairment loss credit loss

is recognized in earnings and the noncredit portion is recognized in other comprehensive income lhc credit loss

is the difference between the present value of the cash flows expected to he collected and the amortized cost

basis of the debt security The cash flows expected to be collected arc discounted at the rate implicit in the

security immediately prior to the recognition of the other-than-temporary impairment

Expected future cash flows for debt securities are based on qualitative and quantitative factors specific to

each security including the probability of default and the estimated timing and amount of recovery The detailed

inputs used to project expected future cash flows may be different depending on the nature of the individual debt

security Specifically the cash flows expected to be collected for each non-agency mortgage-backed and asset-

backed security are estimated by analyzing loan-level detail to estimate future cash flows from the underlying

assets which are then applied to the security based on the underlying contractual provisions of the securitization

trust that issued the security e.g subordination levels remaining payment terms etc. The Company uses third-

party software to cletennine how the underlying collateral cash flows will be distributed to each security issued

from the securitization trust The primary assumptions used in estimating future collateral cash flows are

prepayment speeds default rates and loss severity In developing these assumptions the Company considers the

financial condition of the borrower loan to value ratio loan type and geographical location of the underlying

property The Company utilizes pubticly available information related to specific assets generally available

market data such as forward interest rate curves and CoreLogics securities loans and property data and market

analytics tools

Tile table below summarizes the primary assumptions used at December 31 2011 in estimating the cash

Ilows expected to he collected for these securities

Wetghted average Range

Prepayment speeds
7.8% 4.4% 13.0%

Default rates 6.3% 0.2% 18.4%

Loss severity
39.0% 0.3% 61.0%

As result of the Companys security-level review it recognized total other-than-temporary impairments of

$8.5 million and $45.0 million on its non-agency mortgage-backed and asset-backed securities for the years

ended December 31 2010 and 2009 respectively $6.3 million and $18.8 million of other-than-temporary

impairment
losses were considered to be credit related and were recognized in earnitlgS for tile years ended
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December 31 2010 and 2009 respectively while $2.2 million and $26.2 mill ion of otheril
ntemporarY

impairment losses were considered to he related 10 factors other than credit and were therefore recognized in

other comprehensive income for the years ended December 31 2010 and 2009 respectively The amounts

remaining in other comprehensive income for the years ended December 31 2010 and 2009 should not he

recorded in earrungs because the losses were not considered to be credit related based on the Companys other-

than-temporary impainilent analysis as discussed above

It is possible that the Company could recognize additional otherthantemporary impairment losses on some

securities it owns at leceriiber 2111 if titure cots or information cause it to determine that decline in

al ic is iii lienthan ten pora ry

lie il loss log table presents itie change in the credit port ion ui the otherthantemporary mpai nneni.s

recognized iii earnings on debt securities for which portion of the otherthimnteniporarv impairments related to

other factors was recogtuted in other comprehensive irieonie loss for the years ended lecemher 31 2110 and

2t tOY

Year Ended iecember 31

in IIwuvands 20 II 2019

Credit loss on debt seelirities held at beginning of period $1 8.807

Addition for credit loss for which an otherthantemporary impairmrtent was

previously recognized 6169

Addition for credit loss for which an other-thantemporary impairment was

not previously recognized 132 18.807

Credit loss on debt securities held as of December31 $25108 $18807

Credit loss on debt securities held as of January 2009 was $0 as there was no cumulative effect

adjusunent recorded related to initially applying the newly issued accounting guidance that established new

method of recogrozing and measuring otherthantemporary impairments of debt securities There was no

cumulative effoct adjustment recorded because there were no other-than-temporary impairment adjustments

previously recognized on the debt securities held by the Company at January 2009

Other-than-temporary impuirmentequily securities

When in the Companys opinion decline in the fair value of an equity security including common and

preferred stock is considered to be otllerthantcmrml.orarv such equity security is written down to its fair value

When assessing if decline in value is other-than-temporary the factors considered include the length of time

and extent to which fair value has been below cost the probability that the Company will be unable to collect all

amounts due under the contractual terms of the security the seniority of the securities issuerspecific news and

other developments the financial condition and prospects of the issuer including credit ratings macro

economic changes including the outlook for industry sectors which includes government policy initiatives and

the Compan ahility and intent to hold the investment for period of time sufficient to allow for any

anticipated recovery

When an equity seeunit has been in an unrealized loss position for greater than twelve months the

Companys ncr less of the security includes the above noted lactors as well as what esidence if any exists to

support that the security will recoser Its value in the foreseeable future typically within the next twelve months
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If objective subsiantial evidence does not indicate likely recovery during that timeframe the Companys policy

is that such losses are considered other-than-temporary and therefore an impairment loss is i-ccorded The

Company recorded otherthantemporary impairment of $1 .7 million during the year ended December 31 2010

relating to the Companys preferred equity securities as component of net other-than-temporary irnpainricnt

losses recognized in earnings During the prior year the Company concluded that objective substantive evidence

was not available on 51 common equity securities and IS preferred equity securities that had been in loss

position for greater than twelve months Accordingly for the year ended December 2009 the Company

recorded an other-than-temporary impairment charge of $16.0 million and $5.1 million relating to its common

and preferred equity securities respectively as component of net other-than-temporary impairment losses

recognized in earnings The prior year impairment loss includes $2.9 million other-than-temporary impairntent

charge upon the Companys election to convert its preferred stock in Citigroup Inc into common stock of that

entity under the terms of Citigroups publicly announced exchange offer For the year ended December 31 2008

we recognized an other-than-temporary impairment charge in earnings of $31 .2 million related to our

investments in perpetual preferred securities issued by the Federal National Mortgage Association Fannie

Mae and the Federal Home Loan Mortgage Corporation Freddie Mac The impairment was due to actions

taken by the United States government with respect to Fannie Mae and Freddie Mac

Fair a1ue neasnrement

The Company classifies the fair value of its debt and equity securities using three-level hierarchy for fair

value measurements that distinguishes between market participant assumptions developed based on market data

obtained from sources independent of the reporting entity observable inputs and the reporting entitys own

assumptions
about market participant assumptions developed based on the best infonnation available in the

circumstances unobservable inputs The hierarchy level assigned to each security in the Companys

available-for-sale portfolio is based on tnanageme.nts assessment of the transparency and reliability of the inputs

used in the valuation of such instrument at the measuremetit date The three hierarchy levels are deltned as

follows

Level IValuations based on unadjusted quoted market prices in active markets for identical securities

The fair value of equity securities are classified as Level

Level 2Valuations based on observable inputs other than Level prices such as quoted prices for

similar assets at the tneasurement date quoted prices in markets that are not active or other inputs that are

observable either directly or indirectly The Level category includes U.S Treasury bonds municipal

bonds foreign bonds governtnental agency bonds governmental agency mortgage-backed securities and

corporate debt securities many of which are actively traded and have market prices that are readily

verifiable

Level 3Valuations based on inputs that are unobservable and significant to the overall fair value

measurement and involve management judgment The Level category includes non-agency mortgage-

backed and asset-hacked securities which arc currently not actively traded
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If the inpuls used to measure fair value fall in di ifeient levels of the fair value hierarchy financial

securitys hierarchy level is based upon the lowest level of input that is significant to the fair value measurement

The valuation techniques and inputs used to estimate the fair value of the Companys debt and equity securities

are summaried as follows

Iebt SCIOiC

the teir alue of debt securities was based on the market values obtained from an independent pricing

service than svcie evaluated usinu pricinu models that vary by asset class and tncorpotate available trade bid and

other market information and price quotes from wellestablished independent brokerdealers The independent

pricing service monitors niarket indicators industry and economic events and for brokerquoted only securities

obtains quotes front market makers or brokerdealers that it recognizes to he market participants The pricing

service utilizes the market approach in determining the fair value of the debt securities held the Cotnpany

Additionally the Company obtains an understanding of the valuation models and assumptions utilized by the

service and has controls in place to determine that the values provided represent fair value The Companys
validation procedures include comparing prices received from the pricing service to quotes received from other

third party sources for securities with market prices that are readily verifiable If the price comparison results in

differences over prcdehried threshold the Company will assess the reasonableness of the changes relative to

prior periods given the prevailing tnarket conditions and assess changes in the issuers credit worthiness

periorinance of any underlying collateral and prices of the instrument relative to similar issuances To late the

Cotnpanv has not made any material adjustments to the fair value measurements provided by the pricing service

Typical inputs arid a.ssumplions to pricing models used to value the Companys U.S Treasury bonds

governmental agency bonds governmental agency mortgage-backed securities municipal bonds foreign bonds

ansi corporate debt securities include but are nor lirniteel to benchmark yields reported trades broker-dealer

quotes credit spreads credit ratings bond insurance if applicable benchmark securities bids offers reference

data and industry and economic evetits lor mortgagebacked and assethacked securities inputs and assumptions

nay also include the structure of issuance characteristics of the issuer collateral attributes and prepayment

speeds The fair value iif non-agency mriortg.age-hackcd and asset-hacked securities was obtained from the

independent iricing service referenced above and subject to the Companys validation procedures discstsscd

above However lue to the fact that these securities were nor actively traded there was less observable inputs

available requiring the pricing service to use more udgment in determining the lair value of the securities

therefore the Company classi fled lion-agency mortgage-backed and asset-backed securities as Level

Lqiiuv CcU/itU.5

The fair value of equity securities including preferred and common stocks was based on quoted market

prices for identical assets that arc readily and regularly avaiable in an active market

86



FIRST AMERICAN FINANCIAL CORPORATION

AND SUBSIDIARY COMPANIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTSContinued

The following table presents the Companys available-for-sale investments measured at fair value on

recurring basis as of December 31 2010 and December 31 2009 classified using the three-level hierarchy for

fair value measurements

in thousands ___________________ _________ ___________

Debt securities

U.S Treasury bonds

Municipal bonds

Foreign bonds

Governmental agency bonds

Governmental agency mortgage-backed securities

Non-agency mortgage-backed and asset-backed

securities

Corporate debt securities
__________

Equity securities

Preferred stocks

Common stocks
____________ __________ _____________ _________

in thousands
________________________ ___________ ______________ __________

Debt securities

U.S Treasury bonds

Municipal bonds

Foreign bonds

Governmental agency bonds

Governmental agency mortgage-backed securities

Non-agency mortgage-backed and asset-backed

securities 59201

Corporate debt securities 86.885
__________ _______

1838.719
__________ _______

Equity securities

Preferred stocks

Common stocks
________ _______ __________ _______

The Company did not have any transfers in and out of I.evel and Level measurements during the years

ended December 31 2010 and 2009 The Companys policy is to recognize transfers between levels in the fair

value hierarchy at the end of the reporting period

Estimated fair value as

of December 31.2010 1.erel Level Level

97859 97859

277799 277799

185.942 185.942

240161 240.161

1045.497 1.045.497

47.534 47.534

213192 213192

2.107984 2060450 47.534

11.574 11574

270842 270.842

282.416 282416

$2390400 $282416 $260450 $47534

Estimated fair value as

of December 31 2009 Level

73853

134956

151.908

326774

1.005142

Level Level

73853

134956

151.908

326774

1005142

59201

59.201

31191

19.829

51020

$1889739

86.885

1779518

$1779518

31191

9.829

51020

51.020 $59201
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The ii owing table presents summary of the changes in lair val ic of Le ye avat ableforsale

invest nient.s or the curs ended December 20 and 2009

Nun-agency on-ageucy
mortgage-hacked mortgage-backed

and assetbacked and asset-hackett

Securities as it securities as of

Iecemher 31 Ieceinher 3L

in tliousands 2010 2009

Fair value at beginning ol year 59201

Total gains/I losses realized and unrealized

Included in earnings

Net otherthantemporary innpairment losses

recognized in earnings 6301

Included itt other comprehensive loss 19.014

Settlements and sales 24.380

Transfers into Les el 59.201

Transfers out of I.evel

Fair value as ol December 31 47.534 $59201

Unrealized cmos losses include if in earnings for the period

relating to Level availableforsale investments that were

still held at he end of the period

Net otherthantemporary impairment losses

recognized in earnings 163011

The Company did not purchase any non-agency mortgagebacked and asset-hacked securities during the

years ended December 31 2010 and 2009 Also the Company did not have material amount of gains or losses

on sales of non-agency mortgage-backed and asset-hacked securities br the years ended December 31 2010 and

2009 During the quarter ended December 31 2009 we determined that the fair salues of our non-agency

mortgage-backed and asset-hacked securities were estimated using certain significant unobservahle inputs which

resulted in Level classification Our policy is to report transfers into Level as of the end of the period
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NOTE Financing Receivables

Financing receivables are summarized as follows

Decem her 31

2010 2Q09

in thousands

Loans receivable net

Real estatemortgage

Multi-family resideniial 2203 12176

Commercial 152280 151.879

Other 1.120 773

165.603 364.828

Allowance for loan losses 3271 2071

Participations sold 977 1031

Deferred loan fees net
171 171

Loans receivable net 161.526 161897

Other longterm investments

Notes receivablesecured 14127 13059

Notes receivableunsecured 10463 23.991

Loss reserve 5095 6.573

Notes receivable net 39495 30477

Notes receivable from CoreLogicITFA 8787 387825

Total financing receivables net 199808 $380199

Real estate loans are collateralized by properties located primarily in Southern Califbrnia The average yield

on the loan portfolio was 6.69% and 6.78% for the years ended December 31 2030 and 2009 respectively

Average yields are affected by prepayment penalties recorded as income prepayment speeds loan fees amortized

to income and the market interest rates

Aging analysis of loans receivables at December 31 2010 is as follows

Greater

Tutal Loans 30-60 days 60-89 days than 90 days Nonaccrual

Receivables Cui-rent past due past due past due status

in thousands

Loans Receivable

Multifamily

residential 12.203 12203

Commercial 152280 349.839 2441

Other 1.120 1120

$165603 $163162 $2.44l

The Company performs an analysis of its allowance for loan losses on quarterly basis In determining the

allowance the Company considers various factors such as changes in lending policies and procedures changes

in the nature and volume of the portfolio changes in the trend of the volume and severity of past due and

classified loans changes to the concentration of credit as well us changes in legal and regulatory requirements

The allowance for loan losses is maintained at level that is considered appropriate by the Company to provide

for known risks in its portfolio
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Loss reserves are established for notes receivable based upon an estimate of probable losses for the

individual notes loss reserve is established on an individual note when it is deemed probable that he Company

will hc unable to collect all amounts due in accordance with the contractual tenris of the note The loss reserve is

based upon the Companys assessment of the borrowers overall financial condition resources and payment

record and if appropriate the realizable value of any collateral These estimates consider all available evidence

including the expected future cash flows estimated fair value of collateral on secured notes general economic

conditions and trends and other relevant factors as appropriate Notes are placed on non-accrual status when

management determines that the eol lectibilitv of contractual amounts is not reasonably assured

The agurenate annual maturities for loans receivable are as tollows

hi thousands

2011 3973

2112 3.004

2013 2.180

2014 2.932

2115 9.831

2016 and thereafter 143684

$165603

NOTE Property and Equipment

Property and equipment consists of the following

Iecember 31

2011 2009

thousands

Land 31843 36581

Buildinus 297.966 342.48

Furniture and equl pinent 190834 76260

ied ol twiuc 307 44 70S1fl

828.097 825.915

Accumulated depreciation and amortization 482226 1L67344

345.871 358.57
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NOTE Goodwill

reconciliation of the changes in the carrying amount of goodwill by operating segment for the years

ended December 2010 and 2009 is as follows

Title Specialty

Insurance Insurance Total

in thousands

Balance as of December 2008 $760 144 $46057 $806201

Dispositions 6.317 6317

Other post acquisition adjustments 1102
__________

1102

Balance as of December 31 2009 754.929 46.057 800986

Acquisitions 8631 8631

Other post acquisition adjustments 2414 2414

Balance as of December 31 2010 $765974 $46057 $812031

The activity in the above reconciliation for other/ post acquisition adjustments primarily relates to the effect

of foreign currency exchange adjustments

The Companys four reporting units for purposes
of testing impairment are title insurance home warranty

property and casualty insurance and trust and other services

The Companys policy is to perform an annual goodwill impairment test for each reporting unit in the fourth

quarter Although recent market conditions and economic events have had an overall negative impact on the

Companys operations and related financial results impairment analyses were not performed at any other time in

the year as no triggering events requiring such an analysis occurred

The Companys 2010 2009 and 2008 evalualions did not indicate impairment in any of its reporting units

There is no accumulated impairment for goodwill as the Company has nevcr rccognizcd any impairment to its

reporting units Due to .signilicant volatility in the current markets the Companys operations may he negatively

impacted in the future to the extent that exposure to impairment losses may he increased

NOTE Other Intangible Assets

Other intangible assets consist of the following

Iecember 3t

2010 2009

in thousands

Finite-lived intangible assets

Customer lists
72854 67598

Covenants not to compete
30811 42459

Trademarks 10304 10.525

113969 120582

Accumulated amortization 63597 61385

50372 59.197

Indciinitc-lived intangible assets

Licenses 19.678 19695

70050 78892
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Amortization expense br finitelived intanoibic assets was $14.5 million 4.1 million and $16.0 niIion

for he years ended December 31 2010 2009 and 2008 respectively

Estimated alnorutation expense for finite-lived intangible assets anticipated br the next five years is as

1o

car in thousands

2011 rd3.125

2012 $10705

2013 9.715

2014 5.647

2015 3236

NOTE Eeposils

Escrow passbook and mnvestnient certificate accounts arc summarized as follows

Deecutiher 31

2010 2009

in thousands except

percentages

Escrow accounts

Interest bearing 736.664 670.308

Noninterest bearing 26352% 222.621

.000.192 892929

Passbook accounts 437.137 215031

Certificate acc.u nts

Less than one year 22736 27.829

One to five years 22492 17785

45.228 45.614

$1482557 $1153574

Annualized interest rates

Escrow accounts 0.38% 0.61%

Passbook accounts 0.31% 0.33%

Certiticate accounts 2.39% 323%
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NOTE Reserve for Known and Incurred But Not Reported Claims

Activity in the reserve for known and incurred but not reported claims is summarized as follows

December 31

2010 2009 2008

in thousands

Balance at beginning of year
1.227.757 $1326282 $1332337

Provision related to

Current year
289220 354149 432033

Prior years
31654 7435 77.530

320.874 346.714 509563

Payments net of recoveries related to

Current year
136445 137300 180806

Prior years
319.780 314887 301346

456225 452.187 482152

Other
15.832 6948 33466

Balance at end of year
$1108238 $1227757 $1326282

Other primarily represents reclassilications to the reserve for assets acquired in connection with claim

settlements and purchase accounting adjustments related to company acquisitions and foreign currency gains

losses Claims activity associated with reinsorance is not material and therefore not presented separately

Current year payments
include $123.6 million $125.2 million and $148.1 million in 2010 2009 and 2.008

respectively that primarily relate to the Companys specialty insurance segment Prior year payments include

$1 8.6 million $20.4 million and $23.3 million in 2010 2009 and 2008 respectively that relate to the Companys

specialty insurance segment

The provision for title insurance losses expressed as percentage of title insurance premiums and escrow

kes was 6.1% in 2010 6.8% in 2009 and 10.4% in 2008 The current year rate of 6.1% reflects au expected

ultimate loss rate of 4.9% for policy year 2010 with net upward adlustntenl to the reserve for prior policy

years The changes in estimates resulted primarily
from higher than expected claims emergence experienced

during 2010 for policies issued prior to 2009 and lower than expected claims emergence experienced during

2010 for policy year 2009. The prior year rate of 68C/ reflected an expected ultimate loss rate of 7.0% for policy

year 2009 with minor downward adjustment to the reserve for certain prior policy years The rate of 10.4% for

2008 included $78.0 million reserve strengthening adjustment The 2008 reserve strengthening adjustment

reflected changes in estimates for ultimate losses expected primarily from policy years
2006 and 2007 The

changes in estimates resulted primarily from higher than expected claims emergence in both frequency and

aggregate
amounts experienced during 2008 for those policy years

There were many factors that impacted the

claims emergence including but not limited to decreases in real estate prices during 2008 increases in defaults

and foreclosures during 2008 and higher than expected claims emergence from lenders policies
The Company

continuously monitors the impact if any of these types of events on its reserve balances and adjusts the reserves

when facts and circumstances indicate change is warranted

The current economic environment appears
to have more potential for volatility than usual over the short

term particularly in regard to real estate prices and mortgage defaults which dffectly allcct title claims Relevant

contributing factors include high foreclosure volumes tight credit markets general economic instability and
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tao erninetit actions that nay tntttt_tite or exacerbate recent trends Other factors including factors not yet

identified ruta also influence claims development At thts point eConomic and certain niarket conditions
appear

to be
ttrtpro\ tue vet signihcant uncertaint remains This environment results in increased potential for actual

claims experience to sar signihcantly from projections in either dncctmon which would directly affect die

claims provision II actual claims vary significantly torn expected rescrses nay need to he adjusted to reflect

updated estimates of future claims

The voltime and timing of title insurance claims arc subject to cyclical influences from real estate and

mortgage markets Title policies issued to lenders aie large portion of the Conipan title insLirurice volume

Ihese policies insure lenders against losses on mortgage loans due to title deficts in the collateral property Even

if an underlying title defect exists that could result in claim often the lender must realize an actual loss or al

least be likely to realize an actual loss hr title insurance liability to exist Asa result title insurance claims

exposure is sensitive to lenders losses on mortgage loans and is affected in turn by external factors thai affect

molt gage loan losses

general decline in real estate prices can expose lenders to greater risk of losses on mortgage loans itS

loantovalue ratios increase and debtults and foreclosures increase The current ens ironnierii may coritintic ii

have increased potential or cliii its on lenders title po1 ides
particli lark de au Its and foreclosures are at

elevated levels Title insurance clanris exposure for given policy year is also affected by the quality of

mortgage loan tinderwriting during the corresponding origination year The Company believes that sensitivity of

claims to external conditions in cal estate and mortgage iriarkets is an inherent feature of title insurances

business economics that applies broadly to the title insurance industry Lenders have experienced high losses on

mortgage loans originated during several prior policy years These losses have led to higher idle insurance claims

on lenders policies and also have accelerated the reporting of claims that would have been realized later under

more normal conditions

The projected ultimate loss ratios as of December 2010 for policy years 2010 and 2009 are 4.9% and

5.2% respectively which are lower than the ratios for 2005 through 2008 These prOjectIons are based in part on

an assumption that more favorable underwriting conditions existed in 2009 and 2010 than in 2005 through 2008

including tighter loan underwriting standard.s and lower housing prices Current claims data from both policy

years 2009 and 2010 while still at ttn early stage of development supports this assumption

summary of the Companys loss reserves broken down into its components of known title claims

incurred bitt not reported claims and nontitle claims follows

1ecemlier 31 1eceniher 31
in thousands exiapI ererIlagts 2011 2109

Known title claims 192268 I7.49 206.439 16.8%

IBNR 875.627 79% 978854 7%7%

Total title claims 1067.895 96.4% 1185293 96.5%
Non-title claims 40343 3.6% 42.464 3.5%

Total loss reserves $1108238 101.0% $1227757 00.0%
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NOTE 10 Notes and Contracts Payable

December 31

2010 2009

in thousands

Line of credit borrowings due June 2013 weighted-average interest rate of 3.06% at

December 31 2010
$200000

Trust deed notes with maturities through 2032 collateralized by land and buildings with

net book value of $40.426 and $40520 at December 31 2010 and 2009 respectively

weighted-average interest rate of 5.45% and 5.24% at December 31 2010 and 2009

respectively

47931 5ft403

Other notes and contracts payable
with maturities through 2020 weightedaverage

interest rate of 4.39% and 5.59% at December 31 2010 and 2009 respectively 45.886 68.9 II

$293817 $119313

The weighted-average interest rate for the Companys notes and coniracts payable was 3.66% and 5.44 at

December 31 2010 and 2009 respectively

On April 12 2010 the Company entered into credit agreement with JPMorgan Chase Bank N.A

JPMorgan in its capacity as administrative agent and syndicate of lenders

The credit agreement is comprised of $400.0 million revolving credit facility The revolving loan

commitments tcnninate on the third anniversary ot the date of closing or June 2013 On June 2010 the

Company borrowed $200.0 million under the facility and transferred such funds to CoreLogic as previously

contemplated in connection with the Separation
Proceeds may also he used for general corporate purposes At

December 31 2010 the interest rate associated with the $200.0 million borrowed under the facility is 3.06% See

Note 18 Transactions with CoreLogicirFAC to the consolidated financial statements for additional discussion of

the $200.0 million transferred to CoreLogic

The Companys obligations under the credit agreement are guaranteed by certain of the Companys

subsidiaries the Guarantors To secure the obligations of the Company antI the Guarantors collectively the

Loan Parties under the credit agreement the Loan Parties pledged all of the equity interests they own in each

Data Trace and Data Tree company and 9% equity interest in FATICO

If at any time the rating by Moodys or SP of the senior unsecured long-term indebtedness for borrowed

money of the Company that is not guaranteed by any other person or subject to any other credit enhancement is

rated lower than Baa3 or BBB- respectively or is not rated by either such rating agency then the loan

commitments are subject to mandatory reduction from 50% of the net proceeds of certain equity issuances by

any Loan Party 50% of the net proceeds of certain debt incurred or issued by any Loan Party 25% of the

net proceeds received by any Loan Party from the disposition of CoreLogic stock received in connection with the

Separation and the net proceeds received by any Loan Party from certain dispositions of assets provided that

the commitment reductions described above are only required to the extent necessary to reduce the total loan

commitments to $200.0 million The Company is only required to prepay
loans to the extent that after giving

effect to any mandatory coinmitnient reduction the aggregate principal amount of all outstanding loans exceeds

the remaining total loan commitments
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At the Company election borrowings under thc credit
agreement bear interest at thc Alternate Base

Rate plus the Applicable Rate or hI the Adjusted LIBC Rate plus the Applicable Rate in each case as defined in

the agreement The Company nay select ntcrest penods of one two three or six months or ii aoreed to by all

lenders such other number of months for Eurodollar borrowings of loans The Applicable Rate varies depending

upon the rating assigned by Moodys and/or SP to the credit agreement or if no such rating is in effect the

Index Debt Rating The minimum Applicable Rate for Alternate Base Rate borrowings is 1.50% and the

maximum is 2.25% ihe minimum Applicable Rate for Adjusted LIBO Rate borrowings is 2.50% and the

maximumis 3.25%

The credit agreement includes representations and warranties reporting covenants affinnative covenants

negative covenants financial covenants arid events default customary br financings ol this type Upon the

occu rue nec of art event it del ant the lenders may accelerate the loans and may exercise their emnedies under the

collateral documents Upon tic occurrence of certain insolvency mind bankruptcy esents oi delault the loans

automnaticuflv accelerate ..\ Deccmnhcr 2J It the Company is in compliance with the debt cos counts under

the credit agreement

The aggregate annual maturities or notes and contracts payable iii each of the live years after December 31

200 ate as bollosvs

Notes and

contracts
Year

Payable

in thousands

201 9.585

2012 7.848

203 206507
2014

11.950

2015
15.038

Thereafter 32889

$293817

NoIF II investment Income

The components of mnvcslment income are as follows

ear ended lecember 31

200 2009 2018

in thousands

Interest

Cash equivalents and deposits with savings and loan associations and

banks $1 1.499 14252 42568
Debt securities

48.127 48015 57.2 13

Other long-tenn investments 2.574 12.879 30913
Loan.s receivable 10995 10711 9.055

li vidends on marketable cqtmity securities 2711 5041 5403

Equity in earnings losses ol affiliates 8.376 11.877 2.642
Other 9980 18474 9.093

$94262 $1 20.249 $15 1.603
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NOTE 12 Income Taxes

For the \cars ended December 2010 2009 and 2008 domestic and foreign pretax income loss from

continuing operations before noncontroilnig interests was $213.5 million and 51.4 million $195.2 million and

$9.1 million and 132.4 million and $16.5 million respectively

Income taxes are summarized as follows

Year ended December 31

2010 2009 2008

in thousands

Current

Federal
69379 $25.430 $28.713

State
14962 3727 6881

Foreign
13657 11450 Il .475

97.998 9253 10357

Deferred

Federal
680 82.488 25228

Slate 9823 4668 1.00$

Foreign
4345 1.501 6.840

14848 79.321 33076

83150 70.068 $43.433

Income taxes differ from the amounts computed by applying the federal income tax rate of 35.0%

reconciliation of this difference is as follows

Year ended December 31

2010 2009 20tt

in thousands

Taxes calculated at federal rate
73843 $67360 $44.321

State taxes net of federal hencflt 3340 612 3735

Tax effect of noncontrolling interests 388 68 1.096

Dividends received deduction 250 1381 526

Change in liability for tax positions
4.626 8.776 1.710

Exclusion of certain meals and entertainment expenses
2.889 2675 3.745

Foreign taxes in excess of less than federal rate 9802 10365 1.535

Change in capital loss valuation allowance 14.683

Other items net 3195 244 .3917

$83150 $70068 $43433

The Companys effective income tax rate income tax expense as percentage of income before income

taxes was 39.2% fir 2010 34.3% for 2009 and 37.5% for 2008 The absolute differences in the effective tax

rates were primarily due to changes in the ratio of permanent
differences to income before income taxes and

noncontrolling interests reserve adjustments recorded in 2009 and 2008 for which corresponding lax benefits

were recognized as well as changes in state and foreign income taxes resulting from fluctuations in the

Companys noninsurance and foreign subsidiaries contribution to pretax profits in addition certain interest and

penalties relating to uncertain tax positions were released during 2009 and 2008 based on changes in facts and

circumstances associated with the related tax uncertamnt
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The primary components of temporary differences that give rise to the Companys net de6.rred tax assets

are as 101 lows

iecernher 31

2010 2009

in thousands

DeIrred lax assets

De6rred resenuc 6.103 5.758

Lmplovec benefits 61.726 60.224

Bad debt reserves 17.518 13447

In.estnient in affiliates 4.866 8.526

Loss reserves 7.987 29.039

Pension 104535 97694

Capital loss carryflirward 29.1 86 31.402

Net operating loss carryforward 22.134 19.236

Other 4301 26864

258346 292.90

Deferred lax liabilities

Depreciable and amortizable assets 145.785 138.863

Clai ins and elated sal\ age 1.029 18.549

Other 2.382 s.ns

142.374 163.327

Net delerred tax asset before valuation allowance II 5.972 128863

Valuation alloy ance 19.126 2/045
Net detrred tax asset 96846 $101818

The exercise of stock options represents tax benefit and has been reflected as reduction of taxes payable
and an increase to equity The benefits or expenses recorded were $1.1 million benefit $0.0 million benefit and

$t.4 million expense for the years ended December 31 2010 2009 and 2008 respectively

In connection with the Separation the Company and TFAC entered into Tax Sharing Agreement dated

June 2010 tthe Tax Sharing Agreement which governs the Companys and CoreLogic.s respective rights

responsibilities and obligations Pursuant to the Tax Sharing Agreement CoreLogie will prepare and file the

consolidated federal income tax return and any other tax returns thaL include both CoreLogic and the Company
for all taxable periods ending on or prior to June 2010 The Company will prepare and file all tax returns that

include solely the Company for all taxable periods ending after that date As pail of the Tax Sharing Agreement
the Company is contingently responsible for 50% oF certain Separation-related lax liabilities At December 31
2010 the Company has $2.3 million payable to CoreLogie related to these matters which is included in due to

Corel.ogic/TFAC net on the Companys consolidated balance sheet

i\t lcceinber 31 2010 the Company had net payable to CoreLogie of $61.5 million elated to lax matters

prior to the Separation This amount is included in the Companys consolidated balance sheet in due to

CoreLogictTFAC net At December .il 2009 the Company hada net receivable from TFAC of $14.2 million

elated to tax matters prior to tile Separation lhis amount is included in the Companys consolidated balance

sheet in income taxes receivable and accounts payable and accrued liabilities
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At December 31 2010 the Company had available federal state and foreign net operating loss

carryforwards totaling in aggregate approximately $81.5 million for income lax purp.ses
of which $4 1.4

million has an indefinite expiration The remaining $40.1 million expire at various times beginning in 2011

The Company has capital loss carryforward of $83.3 million that expires in 2012 In addition the

Company has net impairment and unrealized capital losses of $21.0 million which includes $38.2 million of

unrealized losses related to debt securities that the Company has the ability and intent to hold to recovery
The

Company continues to monitor the realizability of these losses and believes it is more likely than not that the tax

benefits associated with these losses will be realized 1.n making that determination the Company has identified

certain prudent and feasible tax planning strategies that the Company will implement unless the need to do SO IS

eliminated in the future However this determination is judgment and could be impacted by further market

fluctuations

The valuation allowance relates to deferred tax assets for certain state net operaling loss carryforwards and

the Companys foreign operations The Company evaluates the realizability of its deferred tax assets by assessing

the valuation allowance and by adjusting the amount of such allowance if necessary The factors used to assess

the likelihood of realization are the Companys forecast of future taxable income and available tax planning

strategies that could be implemented to realize the net deferred lax assets Failure 10 achieve the forecasted

taxable income in the applicable taxing jurisdictions could affect the ultimate realization of deferred tax assets

and could result in an increase in the Companys effective tax rate on future earnings The activity in the

valuation allowance results from the Companys decision to deduct its foreign taxes paid rather than claim

foreign tax credit and its assessment that certain capital losses were realizable This decrease was partially offset

by an increase in the valuation allowance related to certain foreign net operating losses

As of December 31 2010 United States taxes were not provided for on the earnings of the Companys

foreign subsidiaries of $118.1 million as the Company has invested or expects to invest the undistributed

earnings indefinitely if ill the future these earnings are repatriated to the United States or if the Company

determines that the earnings will be remitted in the foreseeable future additional tax provisions may be required.

It is not practical to calculate the deferred taxes associated with these earnings however foreign tax credits may

be available to reduce federal income taxes in the event of distribution

As of December 31 2010 the liability for income taxes associated with uncertain tax positions was $1 1.1

million This liability can be reduced by $1.5 million of offsetting tax benefits associated with the correlative

effects of potential adjustments including state income taxes and timing adjustments The net amount of $9.6

million if recognized would favorably affect the Companys effective tax rate At December 31 2009 the

liability for income taxes associated with uncertain tax positions was $10.4 million

reconciliation of the beginning and ending amount of unrecognized tax benefits for the years ended

December 31 2010 2009 and 2008 is as follows

December31

2010 2009 2008

in thousands

Unrecognized tax benefitsopening balance 10400 $18900 $22800

Gross decreasestax positions in prior period 1.700 910

Gross increasescurrent period tax positions 700 600

Expiration of the statute of limitations for the assessment of taxes 6800 3.600

Unrecognized tax benefitsending balance $1 1.100 $10400 $1 8.900
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ftc Conipaiiy continuing practice is to recognize inteiest arid penalties if any related to uncertain tax

positions in tax expense As of December 31 200 and 2009 the Company had accrued 52.4 million and $2.0

nnllion respeeu\cl\ 01 interest and penalties hid of tax henctits ot 509 million arid 50.7 million respeetixcly

mel ated to uncertain tax pm sit ions

lhe Company or one of its subsidiaries files income lax returns in the U.S federal jurisdiction various state

junsdictiotts and various nonU.S jurisdictions The primary nonfederal jurisdictions are California Oiegon

Michigan Texas the United Kingdom and Canada Company is no longer subject to U.S federal stale and

non-U.S income tax examinations by taxing authorities for years prior to 2005

It is reasonably possible that the amount of the unrecognized benefit with respect to certain of the

Companys unrecognized tax positions may significantly increase or decrease within the next months These

chances may he the result of items such as ongoing audits or the expiration of federal and state statute of

limiations or the assessment of taxes The Company estimates that decreases tn unrecognized tax benefits

within the next 12 months will total approxirtiatelv $1.5 million

The ompany records liability or potential tax assessi nents based on its esti niale of he potential

exposure New tax Jasxs and new interpretations ol laws and rulings by tax authomitics may affect the liability for

puictitial tax asscssntents Due to the suhlectivity and complex nature of the underlying issues actual payments

or assessments may differ rorti esurnates To the extent the Companys estimates differ from actual paymentS or

assessilients income tax expense is adjusted Companys income tax retm.mmns in several jurisdictions are

being examined by various tax authorities Company believes that adequate amounts of tax and related

interest have been pros ided br any adjustments that may result from these examinations

NOTE 13 Earnings Loss Per Share

The Companys potential dilutive securities are stock options and RSI.Js Stock options and RSUs are

reflected in diluted net income loss per share attributable to the Companys stockholders by application of the

treasury-stock method There are no reconciling items for net income loss attributable to the Company for the

three years ended December 31 2011 necessary for the diluted net income loss per share attributable to the

Companys stockholders calculation reconciliation of weightedaverage shares outstanding is as lolloss

2010 2009 2008

in thousands except per share data

Numerator for basic and diluted net income loss per share

attributable to the Companys stockholdeis

Net income loss attributable to the Company $127829 $122389 84.005

Denorn nator or basic net neomne loss per shame attributable to

the Companys stockholders

Weighted-average shares 114.134 104.006 104.006

El lcet ob dilutive securities

Employee stock options and restricted stock units 2143

Denominator for diluted net income loss per share attributable to

the Companys stockholders 106177 104006 104.006

Net income loss per share attributable to the Companys
stockholders

Basic 1.23 1.18 0.81

Diluted $U20 $1.18 0.81
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For the year ended December 31 2010 basic earnings per share was computed using the number of shares

of common stock outstanding immediately following the Separation as if such shares were outstanding for the

entire period prior to the Separation plus the weighted average number of such shares outstanding following the

Separation through December 31 2010

For the year ended December 31 2010 diluted earnings per share was computed using the number of

shares of common stock outstanding immediately following the Separation ii the weighted average number of

such shares outstanding following the Separation through December 31 2010 and iii if dilutive the

incremental common stock that the Company would issue upon the assumed exercise of stock options and the

vesting RSUs using the treasury stock method

For the years ended December 31 2009 and 2008 basic and diluted earnings per share were computed using

the number of shares of conimori stock outstanding immediately following the Separation as if such shares were

outstanding for the entire period

For the year ended December 31 2010 .4 million stock options and RSUs were excluded from the

weightedavcrage diluted common shares outstanding due to their antidiltitive clThct

NOTE 14 Employee Benelit Plans

In connection with the Separation the following occurred with respect to the following employee benefit

plans

The Company adopted TFACs 401k Savings Plan which is now the First American Financial

Corporation 40 1k Savings Plan the Savings Plan The account balances of employees of

CoreLogic who had previously participated in TFACs 401k Savings Plan were transferred to the

CoreLogic inc 401k Savings Plan

The Company adopted TFACs deferred compensation plan The Company assumed the portion of the

deferred compensation liability associated with its employees and former employees of its businesses

and CoreLcgic assumed the portion of the deferred compensation liability associated with its employees

and former employees of its businesses Plan assets were divided in the same proportion as liabilities

The Company assumed TFACs defined bencli pension plan which was closed to new entrants

effective December 31 2001 and amended to freeze all benefit accruals as of April 30 2008 The

Company assumed the entire benefit obligation and all the plan assets associated with the defined

benclt pension plan including the portion attributable to participants who were employees of the

businesses retained by CoreLogic in connection with the Separation and CoreLogic issued $19.9

million note payable to the Company which approximated the unfunded portion of the benefit obligation

attributable to those participants See Note Transactions with CoreLogic/TFAC to the consolidated

financial statements for further discussion of ihis note receivable from CoreLogic

The Company adopted TFACs supplemental benefit plans The Company assumed the portion of the

benefit obligation associated with its employees and former employees of its businesses and CoreLogic

assumed the portion of the benefit obligation associated with its employees and former employees of its

businesses The benefit obligation associated with certain participants was divided evenly between the

Company and CoreLogic

No material changes were made to the terms and conditions of the employee benefit plans assumed by the

Company in connection with the Separation
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The Coinpans Savings Plan allows for employeeelective contributions up to the maximum amount as

determined the Internal Revenue ode The Company makes discretionary contributions to the Savings Plan

based on prnfitahilitv as well as contributions ol the participants The Companys expense related to the Savings

Plan amottnied to $1 mu lion $1 5.5 million and $0.0 million fur the years ended December 2010 2009

and 2008 respectively This expense represents the discretionary contribution made by the Company following

the Separation and by TFAC to thc Companys employees accounts prior to the Separation There was no

contribution or expense for the year ended December 31 2008 related to the Savings Plan as result of the

determination that TFAC did not meet the requirement for profit driven 40 match The Savings Ilan allows

the participants ii purchase the Companys common stock as one of the investment options subject to certain

limilations The Savings Plan held 4.968110 shares ol the Companys contirion stock representing 4.8 of the

total shares outstanding at December 2011 TFACs 401 kj Sas ings Plan held 6790.000 shares tTFAC
conliflon stock representing 6.6i of the total shares outstanding at December 31 2009

ftc Companys deicrred compensation plan allow.s participants to defer up to 10% of their salary
commissions and bortus Participants allocate their deferrals among ariety of investment crediting options

mknown as dcc med investmenms Deemed investments mriean that the participant has no ownership interest in

the funds they select the funds are only used to nicasure the gains or losses that will he aitrihttted to their deferral

account over time Participants can elect to have their defcnal balance paid out in future year while they are

still employed or alter their employment cnd.s The deferred compensation plan is exempt from most provisions

of ERISA because it is otily available 10 select group of management and highly compensated employees and is

not qualilied employee benefit plan To preserve the taxdeferred savings advantages of nonqualified deferred

compensation plan federal law requires that it he unfunded or informally funded The participamils deferrals and

any earnings on those deferrals are genera unsecured obligations of the Company The Company is informally

funding the deferred compensation plan through tax-advantaged investment known as variable universal Ii

insurance Deferred compensation plan assets are held as an asset of the Company within special trust called

Rabbi Trust At December 31 2010 the value of the assets in the Rabbi Tiust are $60.0 million and the

unfunded liability is $61.9 million and these amounts are included in the consolidated balance sheets in other

assets and pension costs and other retirement plans respectively At December 31 2009 the value of the assets

in the Rabbi rust that relate to the Companys employees and have been allocated to the Company are $61.2

nil lion and the unfunded liability that relates to the Companys employees and has been allocated to the

omnpanv is $60.3 million and these amounts are included in the consolidated balance sheets in other assets and

pension costs and odier retircinent plans respectively

lhe Companys defined benefit pension plan is noncontnbutory qualified defined benefit plan with

benefits based on the employees compensation and years of service lhe defined benefit pension plan was

closed to new entrants effective December 31 200 and amended to freeze all benefit accruals as of April 30
2008

Ihe Company also has nonqualilied unfunded supplemental benefit plans covering certain key management

personnel Benefits under the Executive and Management Supplemental Benefit Plans are based on

participants final average compensation which is compute.d as the average compensation of the last five tull

calendar years preceding retirement Maximum henelits under the Executive and Management Supplemental

Benefit Plans are 30% and 15% of final average compensation respectively The Companys compensation

committee amended and restated the Executive and Management Supplemental Benefit Plans effective as of

January 2011 ftc plans were amended to make the hollowing changes among others close the plans to

ness participatmts Ix the period over which the linal average compc nsation that is used to calculate

putt mcmpants benefit is demenuiried as he otie-year average of ihe five-year period ending on teeetriher 31
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2010 irrespective of the participants actual retirement date and iii cap the maximum annual benefit at

$500000 for the Companys chief executive officer at $350000 for all other Executive Supplemental Benefit

Plan participants and at $2500 for all Management Supplemental
Benefit Plan participants

The amendments

to the Executive and Management Supplemental Benefit Plans were accounted for as negative plan amendments

with the resulting decrease in the projected benefit obligations being recorded to accumulated other

comprehensive income as prior service credit

Certain of the Companys subsidiaries have separate savings plans and the Companys international

subsidiaries have other employee benefit plans that are included in the other plans net line item shown below

The following table provides the principal components of employee benefit plan expenses related to the

Companys employees participation in TFACs benefit plans prior to the Separation and ii the Companys

benefit plans frdlowing the Separation

Year ended December 31

2010 2009 2008

in thousands

Expense

Savings plan
$1208 $15468

Defined benefit pension plans
19.652 8643 395

Unfunded supplemental benefit plans 23252 23.322 21781

Other plans net 8.730 1849 1.071

$63714 $49282 $22456
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The following table sumniarizes the balance sheet Impact including benefit obligations assets and funded

status associated with the Companys employees who participated in TFACS defined benefit pension and

supplemental benefit plans prior to the Separation antI ii the Companys defined benefit pension and

supplemental benefit plans following the Separation

lecember 31

2010 2009

ieli ned Defined

benefit Unfunded benefit Unfunded

pension suppleniciltal leIIsiOU suppementat
olais benefit plans plans benefit plans

tin hoUSands

Change in projected benefit obligation

iferiefit obligation at beginning of year 288.997 210396 5266.852 196998

Service Costs 899 4.417

Interest costs 18.155 12.711 16.453 12.471

Actuarial losses 23.863 19496 18641 6090

Benefits paid 14.110 12.165 12.949 9579
Impact of Separation 542 19 15906

Impact of plan amendment 34942

Projected hcnelit obligation at end of year 371.224 215301 288.997 210.396

Change in plan assets

Plan assets at fair value at beginning of year 203.115 170.932

Actual ret urn on plan assets 18800 34.742

Contri buttons 16088 12165 10.380 9579

Benefiis paid 14010 12.165 12949 9579
Impact ot Separation 38.844 ._

Plai assets at fair value at end of year 262.827 203115

Reconciliation of funded status

Unfunded status of the plans 108.397 $12 15.311 585892 S210.396

Amounts recognized in the consolidated balance sheet

Accrued benefit liability $108.397 $215.301 585.892 5210.396

Amounts recognized in accumulated other comprehensive

income

Unrecognized net actuarial loss $198738 106.943 $165775 87781

Unrecognized prior service cost credit IS 44.459 118 10567

198.853 62484 $165893 77214
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Net periodic cost related to the Companys employees participation in TFACs defined benefit pension

and supplemental benefit plans prior to the Separation and ii the Companys defined benefit pension and

supplemental benefit plans following the Separation includes the following components

Year ended December 31

201 2009 2018

in thousands

Expense

Service costs 3959 4.476 4762

Interest costs
30.866 28.923 28349

Expected return on plan assets 12666 16.969 21870

Amortization of ne.t loss 21790 16586 11145

Amortization of prior service credit 1.045 1051 1.001

$42904 31965 $21385

The Companys estimated net loss and prior service credit fi.r defined benefit pension and supplemental

benefit plans that will be amortized from accumulated other comprehensive income loss into net periodic cost

over the next fiscal year are expected to be an expense of $26 million and credit of $4.4 million respectively

Weighted-average actuarial assumptions used to determine costs for the plans were as follows

December31

201 2019

Defined benefit pension plans

Discountrate
6.30%

Rate of return on plan assets
5.75% 8.00%

Unfunded supplemental benefit plans

Discount rate
5.81% 6. 30%

Weighted-average actuarial assumptions used to determine benefit obligations for the plans were as follows

December 31

2010 2009

Defined benefit pension platis

Discount rate
5.30% 5.81%

Unfunded supplemental benefit plans

Discount rate
304 5.81%

Salary increase rate
5.00%

The discount-rate assumption used benefit plan accounting reflects the yield available on high-quality

fixed-income debt securities that match the expected tuning of the benefit obligation payments

Assumptions for the expected longerni rate of return on plan assets are based on future expectations
for

returns for each asset class based on the calculated market-related value of plan assets and the effect of periodic

target asset allocation rehalancing adjusted for the payment of reasonable expenses
of the plan from plan assets

The expected long-term rate of return on assets was selected from within reasonable range of rates determined

by historical real and expected returns for the asset classes covered by the investment policy and
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protections ot infation over the longterm period during which benefits are payable to plan participants The

Company helic.es he assumptions are appropriate based on the investment mix and longterm nature ol the

plans investments he use of expected longterm returns on plan assets may result in recognized pension

net uric that is renter or less titan the actual returns of those plan assets in any given year Over time however

the expected longterm returns are designed to appwxnnimte mhc aetLial longleon returns and thereflire result in

panern of income and cost recognition that more closely immatches the pattern of the services provided by the

emtipfoyees

ihe Ilowing table provides the funded status of TFACs defined benefit pension and supplemental

benefit
plait ohligations related to the Companys employees prior to the Separation and ii the Companys

defined beneht pension and supplemental benefit plans following the Separation

Jecember

2010 2009

Ietined Defined

benefit Unfunded benefit Unfunded

pension supplemental pension supplemental

pians benefit plans plans benefit plans

in tlsousmndsi

Projected benefit obligation .................... $371224 $215301 $288.997 $2l0.396

Accumulated benefit obligation ...................... $371224 $215301 $288997 $184784

Plan assets at lair value at end of year $262827 5203105

The Ctinipany has pension investment policy designed to meet or exceed the expected rate of return on

plan assets assumption The investment objective is to increase the pension plans funding status to being fully

funded on plan termination basis Under the poltey as the funded status of the pension plan improves the

investment manager is to trnpletiment lower risk strategy in order to minintize ltinded status volatility according

to the predetermined asset allocation strategy disclosed below lhis strategy is intended to provide the best

balanee of minimizing funded status volatility while nlaintaining upside potential over time in order to fully fund

the pension plan To achieve this the pension plan assets are monitoted regularly to determine the funded status

of the plan The investment manager is responsible for ensuring thai the portfolio is invested in compliance with

the stated guidelines arid that the individual investments are within acceptable risk tolerance levels The

investment manager will invest the assets of the plan in equity and fixed income debt securities and cash

Sufficient liquidity is also maintained to provide cash flow for ongoing needs

Cash investinetlts may he made in shortterm securities such as commercial paper or variable tate notes or

mm
money market funds The short-term securities are investment grade with maturity of less than 13 months

Im xcd income mns esitnens must be government or government agency obligations corporate debt or preferred

stock or fixed mtmcontc mutual funds the corporate debt securities are investment grade Cornnion stock

investments nttav he either individual issues or stock mutual funds The ontpanvs pension investment policy

pm-oh hi is the use of the of lowi rig financial nstrutnent is opt onms short sales corumodi tics dcii vamives letmet

stock private or direct placements and margin purchases At December 2010 and 2009 the Companys
pension plan assets also include $6.3 million and $5.7 million respectively of investment contracts with

insurance companies as part of an acqLurc.d plan
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The Companys target asset allocation is based on funded status as follows

Domestic and international

Funded Ratio Equities Fixed Income

70% or less 60% 40%

75% 53% 47%

80% 45% 55%

85% 38% 62%

90% 31% 69%

95% 23% 77%

100% 16% 84%

105% 9% 91%

10% 0% 100%

The investment manager roust maintain threshold of within 2% for each portfolio category

summary of the asset allocation as of December 31 2010 and 2009 are as follows

lerceiitage of

plan assets at

December 31

201.0 2009

Asset category

Domestic and international equilies 61 .0% 66.0%

Fixed income .6% 31.7%

Cash 2.3%

The Company expects to make cash contributions to its pension plans of approximately $36.4 million during

11

The following benefit payments for all plans which reflect expected future service as appropriate arc

expected to he paid as follows

Year in thousands

2011 29.849

2012 31.037

2013 32500

2014 33599

2015 34.572

2016-2019 $188371

The Company determines the fair value of its defined benefit pension plans assets with three-level

hierarchy for fair value measurements that distinguishes between market participant assumptions dcvelcpcd

based on market data obtained from sources independent of the reporting entity observable inputs and the

reporting entitys own assumptions about market participant assumptions developed based on the best

inlormation available in the circumstances unobservable inputs The hierarchy level assigned to each security in

the Companys defined benefit pension plan asseis is based on managements assessment of the transparency and

reliability of the inputs used in the valuation of such instrument at the measurement date See Note Debt and

Equity Securities to the consolidated financial statements for more in-depth discussion on the 1air value

hierarchy and description for each level
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ihe hillowinu table presents Ii TIACs delined beneFit pension plan assets prior to the Separation and

iii the Coiupanys defined benefit pension plan assets lollowing the Separation measured at fair value as of

December 31 21 and 2009 classified usino the lair value hierareh\

Estimated fair

value as of

December 31 2110 Level Level

in thousands

Cash and cash equivalents 1209 11.209

Debt securities

Municipal hond.s 8.874 8.874

Foreign bonds 4.082 4082

Go crnniental agency inortoage-hacked securities 25.481 25481

orpolate debt securities 45.134 45034

8347 83.471

Equity securities

Prelerred stocks 3618 3.618

Domestic common stocks 107.119 107.119

International common stocks 51139 1139

161.876 161.876

investment contracts with insurance companies 6.271 6.271

$262.82 $173085 $89.742

Estimated fair

value as nI

December 31 2019 Level Level

in thousands

ash and cash equivalents 4.48 4481

Debt securities

Municipal bonds 7267 7.267

Foreign honds 3.196 3.196

overnntcntal agency mortgage-hacked securities 26.202 26202

Corporate debt securities 21215 21215

57.880 57.880

Equity securities

Preferred stocks 3.233 3.233

Domestic Cornflion stocks 106480 106.481

Interrialional common stocks 25.296 25296

135009 135.009

Investment contracts with insurance companies 5.735 5735

$203105 $139490 $63615

The Companys and TFACs defined benefit pension plans had no securities that were classified at l.evel

of the lair valLie hierarchy at December 31 2111 and 2009
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NOTE 15 Fair Value of Financial Instruments

Guidance requires
disclosure of fair value information about financial instruments whether or not

recognized in the balance sheet for which it is practical to estimate that value In the measurement of the fair

value of certain financial instruments othe.r valuation techniques were utilized if quoted market prices were not

available These derived fair value estimates are significantly affected by the assumptions used Additionally the

guidance excludes certain financial instruments including those related to insurance contracts

in estimating the fair value of the financial instruments presented the Company used the following methods

and assumptions

cash and cash equivalents

The carrying amount for cash and cash equivalents is reasonable estimate of fair value due to the short-

term niaturity ol these investments

Accounts and accrued income receivable net

The carrying amount for accounts and accrued income receivable is reasonable estimate of fair value due

to the short-term maturity of these assets

Loans receivable net

The fair value of loans receivable is estimated based on the discounted value of the future cash flows using

the current rates being offered for loans with similar ternis to borrowers of similar credit quality

In vestments

The carrying amount of deposits with savings and loan associations and banks sareasonable estimate of

fair value due to their short-term nature

The methodology for determining the fair value of debt and equity securities is discussed in Note Debt and

Equity Securities to the consolidated financial statements

As other longterm investments which consist primarily of inve-sinients in affiliates are not publicly traded

reasonable estimate of the fair values could not be made without incurring excessive costs

The fair value of the notes receivable from CoreLogic/TFAC is estimated based on the discounted value of

the future cash flows using the cuncnt rates being offered for loans with similar terms to third party borrowers of

similar credit quality

Deposits

The carrying value of escrow and passbook accounts approximates
fair value due to the short-term nature of

this liahilily The fair value of investment certificate accounts was estimated based on the discounted aluc of

future cash flows using discount rate approximating current market rates for similar liabilities

Accounts payable and accrued liabilities

The canying amount for accounts payable and accrued liabilities is reasonable estimate of fair alue due

to the short-term maturity of these liabilities
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Iue to CoreLogiciTFAC net

The carrying amount for due to lFAC net is reasonable estimate of fair value due to the shortterm

maturity of this liability

Notes and contracts payable and allocated portion lEA debt

Tue hiir value ol notes and conlracLs payahle arid allocated portion of IFAC debt were estimated based on

the eurreiit lutes otlercd to the Company for debt of the same rcmaininmz imiaturilics

Ilie carry Fig ounis and values if the Companys fi nanci 1st ru men Is as of December and

2119 are presented in the ollowinig table

ieeemlmer 31

2010 2009

Carrying Carrying

muunt Fair Value Anuiu ft Fair Value

in thousande

Financial Assets

Cash and cash equivalents 728.746 728746 .297 631297
Accounts and accrued income receivable net 234.539 .5 234.539 239.166 239.166

Loans recciahle net 161.526 l66904 tl .897 165.131

Investments

Deposits with say
ing.s

and loan associations and

banks 59974 59974 75505 75515
Debt securities $2.107984 $2107984 $1838719 $l.838719

Lquitv securities 282416 282416 51021 51020
Other long-terni trt\estments 177.990 177990 275275 275275

Notes receivable from CoreLouic/TFAC 18.787 18.708 187.825 189.830

Financial Liabilities

Deposits 1482.557 $1483317 $1153574 $ll54 210

Accounts payable aid accrued liabilities 736.404 736.404 699766 699.766

Due to CorcLogicrlFAC net 62370 62.370 12264 12264
Notes and contracts payable 293.817 295.465 19.313 119.804

Allocated portion ot TFAC debt 140.000 124.206

NOTE 16 Share-Based Compensation Plans

Prior to the Separation the Company participated in TFACs share-based compensation plans and the

Comnpanvs employees were issued IFAC equity awards The equity awards consisted of RSUs and stock

options At the date of the Separation lRACs outstanding eqtuty awards br employees of the Company and

nosier employees of its businesses were converted into equity awards of the Company with adjustments to the

number of shares underlying each such award and with respect to options adjustments to the per share exercise

price of each such award to maintain the
lire-separation value of such awards No material changes were made to

the vesting terms or other terms and conditions of the awards As the
postseparation value of the equity awards

was equal to the
pre-separalion value and no material changes were tnade to the terms and conditions applicable

to the awards no incremental expense was rccoizruzed by the Company ielated to the conversion
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In connecuon with the Separation the Company established the First American Financial Corporation 2010

Incentive Compensation Plan the Incentive Compensation P1an The Incentive Compensation Plan was

adopted by the Companys board of directors and approved by TFAC as the Companys sole stockholder on

May 28 2010 Eligible participants in the incentive Compensation Plan include the Companys directors and

officers as well as other employees The Incentive Compensation Plan permits the granting of stock options

stock appreciation rights restricted stock RSUs performance units performance shares and other stock-bused

awards Under the terms of the Incentive Compensation Plan 16.0 million shares of common stock can be

awarded from either authorized and unissued shares or previously issued shares acquired by the Company

subject to certain annual limits on the amounts that can be awarded based on the type of award granted The

Incentive Compensation Plan terminates 10 years from the effective date ttnless cancelled prior to that date by

the Companys board of directors.

In connection with the Separation the Company established the First American Financial Corporation 2010

Employee Stock Purchase Plan the ESPP The ESPP allows eligible employees to purchase common stock ol

the Company at 85.0% of the closing price on the last day of each month Prior to the Separation the Companys

employees participated in TFACs employee stock purchase plan There were 175000 208.000 and 251000

shares issued in connection with the Companys and TFACs plans for the years ended December 31 2010 2009

and 2008 respectively Al December 31 2010 there were 1825000 shares reserved for future issuances

On June 2010 certain executive officers were granted performance based RSUs Up to one third of the

performance based RSUs will vest on each of the third fourth and fifth anniversaries of the date of the grant if

the employee remains employed by the Company and the Company as of the prospective vesting date has met

the specified conipouncled annual total stockholder return criteria Due to the existence of the market

requirement the Company calculated the fair value of the performance based RSUs on the grant date using

Monte-Carlo Simulation to simulate range of possible future stock prices for the Company The performance

based RSUs have service and market requirement and are therefore expensed using the graded-vesting method

to record share-based compensation expense The performance based RSUs receive dividend equivalents in the

form of performance based RSUs having the same vesting requirements as the performance based RSUs initially

granted

The following table presents the share-based compensation expense associated with Ii the Companys

employees that participated in TFACs share-based compensation plans prior to the Separation and ii the

Companys share-based compensation plans following the Separation

2010 2009 2008

in thousands

Expense

Stock options
315 493 479

Restricted stock units 11876 13534 7.086

Employee stock purchase plan 638 536 724

$12829 $14563 $8289

Ill



FIRST AMERICAN FINANCIAL CORPORATION
AN SUBSIIMARY COMPANIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTSContinued

The followine table sunlmarites stock option activity related to the Companys employees participating in

TIACS equity award plans prior to the Separation and activity under the Companys equity award plans

subsequent to the Separation through December 20 tO

Weigh ted

Weighted- average Aggregate

un thousands except weighted-average exercise price and Numher average remaining intrinsic

contractual term outstanding exercise price contractual terni value

Activity tinder TFAC ptan

Balance at December 2009 1127 $30.8

Exercised during 2010 80 $18.08

Forfeited dLiring 2011

Balance at May 31 2010 929 $33.06

Transfer ol corporate employees at June 2010 .. 362 $36.57

Balance at June 1.2010 1291 $34.04

Activity tinder Company plan

Conversion lTFAC stuck options to Company

stock options at June 20 It 3.009 $14.62

Exercised during 2110 114 $1 2.77

borleited during 2111 28 $16.56

Balance at December 31 2010 2867 $14.67 3.5 $5282

\estcd arid expected to vest at December 31

2010 2.867 $14.67 3.5 $5282

Exercisable at December 31 20l0 2.802 $14.55 3.5 $5.282

At the date of the Separation TFAC outstanding stock options held by employees ol the Company and

former employees of its businesses were converted into Company stock options using conversion ratio

based on the closing price of common stock on June 2010 divided by the closing price of the

Companys common stock on June 2011

As 01 December 31 2011 there was $11 thousand of total unrecognized compensation cost ielaied to

nunvcsted stock options lor the Companys employees that is expected to be recognized during the first quarter

of 2111

blat intrinsic value ol options exercised Er the years ended December 31 2010 2009 and 2008 was $168

thousand $2.1 million and $4.8 iuii lion respectively This intrinsic value represents the dii lerence between the

air market value of the Companys common stock on the date of exercise and the exercise price of each option
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The following table summarizes RSU activity related to the Companys employees participating in TFACs

equity award plans prior to the Separation and activity under the Companys equity award plans subsequent to

the Separation through December 31 2010

Weighted-average

grant-date

in thousands except weighted-average grant-date fair value Shares fair value

Activity under TFAC plan

RSUs unvested at December 31 2009 1147 $30.40

Granted during 2010
260 $33.93

Vested during 2010
272 $31.54

Forfeited during 2010
$28.02

RSUs unvested at May 312010 1132 $30.94

Transfer of corporate employees at June 2010 168 $31.46

RSUs unvested at June 2010
$31.00

Activity under Company plan

Conversion ofTFAC RSUs to Company RSUs at June 2010 3011 $13.31

Granted during 2010
926 8.69

Vested during 2010 198 $12.48

Forfeited during 2010 53 $13.84

RSUs unvested at December 31 2010 3.686 $12.18

At the date of the Separation TFACs outstanding RSUs for employees of the Company and former

employees of its businesses were converted into Company RSUs using conversion ratio based on the

closing price of TFAC common stock oil June 2010 divided by the closing price of the Companys

common stock on June 2010

As of December 31 2010 there was $24.2 million of total unrecognized compensation cost related to

nonvested RSUs that is expected to he recognized over weighted-average period of 3.4 years
The fair value of

RSUs is generally based on the market value of the Companys shares on the date of grant The total fair value of

shares vested and not distributed on December 31 20 10 is $3.5 million

NOTE 17 Commitments and Contingencies

Lease Gommitments

The Company leases certain office facilities automobiles and equipment under operating leases which for

the most part are renewable The majority of these leases also provide that the Company pay insurance and

taxes
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Future minimum rcntal payments under operating leases that have initial or remaining noncancelable lease

tcnns in excess of one year as of Decenther 31 II are as follows

Operating

in thousands

Year

2011 89.926

2012 71960

2013 53.726

2014 34.130

2015 21.376

Thereat ter

$292763

Total rental expense for all operating leases and monthtomonth renials was $125.4 million $157.9 million

and $194.7 iriillion for the years ended December 2010 2009 and 2008 respectively

Other commiunents and guarantees

1he Company also guarantees the obligations of certain of its subsidiaries These obligations are included in

the Companys consolidated balance sheets as of December 31 2011 and 2009

NOTE 18 Transactions with CoreLogic/TFAC

Prior to the Separation the Company had certain related party relationships with TFAC rhe Company does

not consider CoreLogie to he related party subsequent to the Separation The related party relationships with

TFAC prior to the Separation and subsequent relationships with CoreLogie following the Separation are

discussed further below

iransaciwnr with iFA prior to the Separation

Prior to the Separation the Company was allocated corporate income and overhead expenses from TFAC
or corporate elated Inactions based an location nethodologv that considered the iiu mber ol the Companys

domestic hcadc miii the Conipanv total assets and total revenues or cot ii hi nation of those drivers General

corporate iverhcad cxpe fl sc allocations inc tide executive manage meni tax accounting and audit ng legal and

treasLiry services payroll human resources and certain employee henelits and marketing and coinlnhtnieations

The Company was allocated general net corporate expenses of $23.3 million from TFAC during the current year

prior to the June 2010 Separation and $57.0 million and $65.5 million br the years ended December 31 2009

and 2008 respectively which are included within the investment income net realized investment losses

personncl costs other operating expenses depreciation and amortization and interest
expense line items in the

accompanying consolidated statements of income

The Company considers the basis on which the expenses were allocated to he reasonable reflection of the

utilization ol services provided to or the benefit received by the Company during the preseparation periods

presented The allocations may not however rcllect the expense the Company wotild have incurred as an

independent puhhelv traded cotripany for these periods Actual costs Oiat nay have been incurred as stand

alone company danny these periods ould have depended on number ol factors including the chosen

114



FIRST AMERICAN FINANCIAL CORPORATION
AND SUBSIDIARY COMPANIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTSContinued

organizational structure the functions outsourccd vcrsus performed by employees arid strategic decisions in areas

such as information technology and infrastructure Following the Separation the Company is no longer allocated

corporate income and overhead expense as the Company performs these functions using itS Own resoLlrCCs

Prior to the Separation portion of TFACs combined debt in the amount of $140.0 million was allocated

to the Company based on amounts directly incurred for the Companys benefit Net interest expense was

allocated in the same proportion as debt The Company believes the allocation basis for debt and net interest

expense was reasonable However these amounts may not be indicative of the actual amounts that the Company

would have incurred had it been operating as an independent publicly traded company for the period prior to

June 2010 Additionally on January 31 2010 the Company entered into note payable with TFAC totaling

$29.1 million in connection with the Separation the Company borrowed $200.0 million under its revolving

credit facility and transferred such funds to CoreLogic which fully satisfied the Companys $140.0 million

allocated portion of TFAC debt and the $29.1 million note payable to TFAC The remaining $30.9 million

transferred to CoreLogic was reflected as distribution to CoreLogic in connection with the Separation See Note

10 Notes and Contracts Payable to the consolidated financial statements for further discussion of the Companys

credit facility

At December 31 2009 the Company held notes receivable from TFAC totaling $187.8 million with

weighted average interest rate of 4.49% The notes have maturity dates ranging from 211 to 2020 In connection

with the Separation TFACs corresponding notes payable were assumed by the Company Therefore these notes

receivable from TFAC eliminate in consolidation with TFACs notes payable assumed by the Company

resulting in no balance being reported on the Companys consolidated balance sheet as of December 31 2010

Interest income earned on the notes receivable totaled $3.4 million in the current year prior to the June 2010

Separation and $1 1.0 million and $8.9 million for the years ended December 31 2009 and 2008 respectively

Following the Separation there is no interest income reflected in connection with these notes receivable from

TFAC

During the years ended December 31 2009 and 2008 the Company made cash dividend payments of $83.0

million and $10.0 million respectively to TFAC which were recorded as reduction of invested equity on the

Companys consolidated balance sheets No cash dividends were paid to TFAC during 2010

Transactions with CoreLogic following the Separation

In connection with the Separation the Company and TFAC entered intO various transition services

agreements with effective dates of June 2010 The agreements include transitional services in the areas of

infoniiation technology tax accounting and finance employee benefits and intemal audit Except for the

information technology services tgreeieiits the transition services agreements arc short-term in nature The

Company incurred $5.4 million for the year ended December 2010 under these agreements
which are

included in other operating expenses in the consolidated statement of income No amounts were reflected in the

consolidated statements of income prior to June 2010 as the transition services agreements were not effective

prior to the Separation

Under the Separation and Distribution Agreement and other agreements subject to certain exceptions

contained in the Tax Sharing Agreement each of the Company and CoreLogic agreed to assume and be

responsible for 50% of certain of TFACs contingent and other corporate liabilities All external costs and

expenses associated with the management of these contingent and other corporate liabilities will be shared

equally These contingent and other corporate liabilities primarily relate to consolidated securities litigation and

any actions with respect to the Separation or the Distribution brought by any third party Contingent and other
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corporate liabilities that are related to only the information solutions or financial services businesses will

venerally he fully allocated to CoreLotc or the Company respectively At Deeemhcr 31 2010 no reserves were

considered necessary for such liabilities

In connection with the Separation ilAC issued to the Company and JITIC number of shares ol iL

common stock that resLilted in the Company and FAlIC collecti cclv owning 2.9 million shares of

CoreLogies coiuitnon stock immediately following the Separation Under the terms of the Separation and

Distribution Aerceurient if the Company chooses ti dispose of or more of Corel..ogics ouistattding common

stuck at gis.en date the Company oust first prosidc CoreLogic with the option to purchase the shares The

Company has agreed to dispose of the shares within live years after the Separation or to hear any adverse tax

consequences arising as result of holding the shares for longer period The CoreLogic conimon stock is

classified as availablefor-sale amid carried at fair value with unrealized gains or losses classified as component

of accumulated other coiruprehensise loss At December 31 2010 the cost basis and estimated fair value of the

CoreLogic common stuck is $242.6 million and $239.5 million respectively The Corcf.ogic conimon stock is

included in equity secuntmcs in the consolidated balance sheet

On June 2010 the Company received note receivable from CoreLogic in the amount of $19.9 million

that accrues interest at 6.52% Interest was first due on July 2010 and is due quarterly thereafter The note

receivable is due on May 31 2017 The note approximated the unlunded potion of the benefit obligation

attributable to participants of the defined benefit pension plan who were employees of TFACs businesses that

were retained by CoreLogic in conneelion with the Separation See Note 14 Employee Benefit flans to the

consolidated financial statements for further discussion of the defined benefit pension plan

At December 31 2110 and December 2009 the Companys federal savings bank subsidiary First

American Frost FSB held 5119 million and $21 million respectively of interest and noninterest bearing

deposits owned by Corel.ogic These deposits are included in deposits in the consolidated balance sheets Interest

expense on the deposits was immaterial for all periods presented

Prior to the Separation the ompaimv owned three olhce buildings that were leased to the inlormatton

solutions btmsincsses IT FAC under the terms of formal lease agreements In connection with the Separation the

Company distributed one of the ollmee buildings to CoreLogic and currently owns tsvo office buildings that are

leased to CoreLogic under the terms of formal lease agreements Rental income associated with these properties

totaled 56.2 million for the year ended December 31 2010 and $8.5 million and $6.5 million for the years ended

December 31 2009 and 2008 respectively

The Company and CoreLogic are also parties to cerlain ordinary course comniercial agreements and

transactions Ihe expenses associated with these transactions which primarily relate to purchases ol data and

other settlement services totaled $21.4 million for the year ended December 2010 and $46.4 million and

$51.8 million for the years ended December 31 2009 and 2008 respectively and are included in other operating

expenses in the Companys consolidated statements of income The Cormupany also sells data and provides other

settlement services hi ore through ordinary course commercial agreements and transactions resulting in

ievettucs totaling $11.8 million 56.6 million and $2.5 ntillion for the years ended December 31 2010 2009 and

2008 respectively which arc included mu direct premiums and escrow fees and inlormation and other in the

Conupanys consolidated siatcnuents of income

Prior to the Separation certain transactions with TFAC were settled in cash and the remaining transactions

were settled by non-cash capital contrihttt.ions between the Company and TFAC which resulted in net non-cash
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contributions from TFAC to the Company of $2 million in the current year prior to June 2010 Following the

Separation all transactions with CoreLogic are settled on net basis in cash

NOTE 19 Other Comprehensive Income Loss

Comprehensive income is more inclusive financial reporting methodology that includes disclosure of

certain financial information that historically has not been recognized in the calculation of net income

Components of other comprehensive income loss arc as follows

Net unrealized

gains losses

on securities

314

107715

34809

72592
71834

15.651

25439

10546
5249

Foreign

currency Pension

translation benefit

adjustment adjustment

in thousands

$21079 16812

47.796 77243
27035

.26.717 167020

31972 13.846

36.752

8020

10960 $156803

Accumulated

other

comprehensive

income loss

95419

232754
1.844

266329
117.652

15.651

18439

15 1.465

29.057

8034

36752

2046

$0 49.080

Balance at December 31 2007

Prelax change

Tax effect

Balance at December 31 2008

Pretax change

Pretax change in otherthantemporuy impairments

for which credit-related portion was recognized in

earnings

Tax eflict

Balance at December 31 2009

Pretax change

Pretax change in other-than-temporary impairments

for which credit-related portion was recognized in

earnings

Pretax change in connection with the Separation

Tax effect

Balance at December 31 2010

5.255

5.705

7000

146.174

18103

8034

5974

3237
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omponents of other conipreliensive income loss allocated to the Company and noncontrolling interests

are as follo\s

Foreign Accumulated

Net iIIireIlized currentv Pension other

gains kisses ranstalion benefit conipreheusit

on Securities idjustnient adjustmeiit income loss

in thousands

201

Allocated to the ontpanv 3.246 10.893 156803 $1 149156

Allocated to noncontrotline interests 67 76

Balance at December 20 .237 10.960 I_56J03 149080

2009

Allocated to the Company 10475 58 140.174 147491

Allocated to noncontrolin interests 71 3.903 3.974

Balance at December 31 2009 $10546 5.255 $146.174 151465

2008

Allocated to the Company $72.375 $22.060 167.020 $26l 455

Allocated to noncontrollini interests 217 4.657 4.874

Balance at eccniher 2018 $72.592 $26.7 17 167.020 .$266329

The chanue in net unrealized gains on securities includes reclassilication adjustments ut $12.5 million

16.0 nilhon and $0.7 million ol net realized cams on debt and eqLiity securities or the years ended

December 31 2111 2009 arid 200$ respecuvelv

NOTE 20 Litigation and Regulatory Contingencies

The Company and its subsidiaries are parties to number ot non-ordinary course lawsuits Frequently these

lawsuits are similar in nature to other lawsuits pending against the Companys competitors

For those non-ordinary course lawsuits where the Company has determined that loss is both probable and

reasonably estimable liability representing the best estimate of the Companys financial exposure based on

known facts has been recorded Actual losses may niaterially differ from the amounts recorded

For substantial majority ut these lawsuits however it is not possible to assess the probability 01 loss Most

of these lawsuits are puti1ive
class actions which reqtiire plaintiff to satisfy number of procedural

eq at re ment he tore proceed trig
to trial These requ reiuents include among others demonstration to court that

the lass proscrihes in some nannei the Companys activities the making ol factual allegations sufficient to

suogest that the Compans activities exceeded the limits ol the law and determination by the courtknown as

class cerli ieation -that the law pe rinds group of individuals to pursue the case together as class If these

procedural requirements are not niet either the lawsuit cannot proceed or as is the case with class certilication

the plaintiffs lose the linancial incentive to proceed with the case or the aimtint at issue effectively becomes de

minimus Frequently courts determination as to these procedural requirements are subject to appeal to

higher court As result of among other factors ambiguities and inconsistencies in the myriad of laws applicable

to the Companys business and the uniqueness of the factual issues presented in any given lawsuit the Company

often cannot determine the probability of loss until court has finally determined thai plaintiff has satisfied

applicable procedtnal requirements
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Furthermore because most of these lawsuits are putative class actions it is often impossible to estimate the

possible loss or range of loss amounts even where the Company has determined that loss is reasonably

possible Generally class actions involve large number of people and ihe effort to dcterniine which people

satisfy the requirements to heconie plaintiffsor class membersis often time consuming and burdensome

Moreover these lawsuits raise complex factual issues which result in uncertainty as to their outcome and

ultimately make it difficult for the Company to estimate the amount of damages which plaintiff might

successfully prove In addition many of the Companys businesses are regulated by various federal state local

and foreign governmental agencies and are subject to numerous statutory guidelines These regulations and

statutory guidelines often are complex inconsistent or ambiguous which results in additional uncertainty as to

the outcome of given lawsuitincluding the amount of damages plaintiff might he affordedor makes it

difficult to analogize experience in one case or jurisdiction to another case or jurisdiction

Most of the non-ordinary course lawsuits to which the Company and its subsidiaries are parties challenge

practices in the Companys title insurance business though limited number of cases also pertain to the

Companys other businesses These lawsuits include among others cases alleging among other assertions that

the Company one of its subsidiaries and/or one of its agents

charged an improper rate for title insurance in refinance transaction including

Boucher First American Title Insurance Company filed on May 16 2007 and pending in the

United States District Court for the Western District of Washington

Campbell First American Title Insurance Company filed on August 16 2008 and pending in the

United States District Court for the District of Maine

Hamilton First American Title Insurance Company filed on August 22 2007 and pending in the

United States District Court for the Northern District of Texas

Hamilton First American Title Insurance Company et al. filed on August 25 2008 and pending

in the Superior Court of the State of North Carolina Wake County

Haskins First American Title Insurance Company filed on September 29. 2010 and pending in

the United States District Court for the District of New Jersey

Hickman First American Title Insurance Company filed on May 25 2007 and pending in the

United States District Court for the District of Ohio

Johnson First American Title insurance Company filed on May 27 2008 and pending in the

United States District Court for the District of Arizona

Lang First American Title Insurance Company of New York filed on January II 2008 and

pending in the United States District Court for the Western District of New York

Levine ..First American Title Insurance Company filed on February 26 2009 and pending in the

United States District Court for the Eastern District of Pennsylvania

Lewis First American Title Insurance Company filed on November 28 2006 and pending in the

United States District Court for the District of idaho

Raffone First American Title Insurance Company filed on February 14 2004 and pending in the

Circuit Court Nassai.i County Florida

Scott First American Title Insurance Company filed on March 2007 and pending in the United

States District Court for the Eastern District of Kentucky
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Slapikas First Anierican Title Insurance Canpany filed on December 19 2105 and pending in

the United States District owl for the Western District of Pennsylvania and

Tello First American Title insurance Company filed on July 2019 and pending in the United

States District Court kr the District of New I-lairipshire

All of these lawsuits are putative class actions court has granted class certification only in Campbell
Hamilton North Carolina Hamilton Texas Johnson Lewis Ratfone and Slapikas An appeal 10

higher court is pending with respect to the granting of class certification in Hamilton Texas and

motion to decertify the class in Campbell is pending For the reasons stated above the Company has

been unable to assess the probability of loss or estimate the possible loss or the range of loss or where

the Company has been able to make an estimate the Company believes the amount is immaterial to the

financial statements as wholc

purchased minority interests in title insurance agents asan inducement to refer title insurance

underwriting business to the Company gave items of ulue to title insurance agents and others for

refcrrals of business and paid marketing fecs to real estate brokers as an inducement to relcr home

warrant business in each case in violation of the Real Estate Settlement Procedure.s Act including

Edwards First American Financial Corporation filed on June 12 2007 and pending in the United

States District Court for the Central District of California

Gaiano First American Title Insurance Company et al filed on February 2008 and pending in

the United Slates District Court for the Eastern District of New York

Paul First American Home Buyers Protection Corporation filed on July 29 2010 and pending in

the United States District Court Micldle District of Florida Ft Myers Division and

Zaldana First American Financial Corporation et al. filed on July 15 2008 and pending in the

United States District Court for the Northern District of California

All of these lawsuits are putative class tCtiis or which class has not been certified except in

Edwards In Edwards narrow class has been certified and information is being exchanged for the

PUrPOSe of enabling the plaintiff to argue whether broader class is appropriate In addition petition

for hearing on the legal right of the Edwards plaintiff to sue is pending in the United Stines Supreme
ouri For the reasons staled above the Company has been unable to assess the probability of loss or

estimate the possiblc loss or the range ol loss

conspired ith its conipetitors to ix prices or otherwise engaved in anticoumpetitive behavior including

Barton First American Title Insurance Company et al filed March 10 2008 and pending in the

Un ted States strict Cou it Ii the Northern District of Cal firnia

Ilolt First American Title Insurance Company et al filed i\larch II 2008 and pending in the

United States District Court for the Eastern District of Pennsylvania

Katz First American nIle Insurance Company et al. filed March 18 2008 and pending in the

United States District Court for the Northern Disirict of Ohio

McCrav First American iitle Insurance Company et al. filed October 15 2008 and pending in

the United States District Court for the District of Delaware and

Swick First American Title Insurance Company et al. filed March 19 2008 and pending in the

United States District Court br the District of New Jersey

All of these lawsuits arc putative class actions for which class has not been certified Consequently

or the ieasons described above the Company has not yet been able to assess the probahifit ol loss
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engaged in the unauthorized practice of law including

Gale First American Title insurance Company et al filed on October 16 2006 and pending in

the United States District Court for the District of Connecticut and

Katin First American Signature Services Inc. et al filed on May 2007 and pending in the

United States District Court for the District of Massachusetts

Both of these lawsuits are putative class actions for which class has not been certified Consequently

for the reasons described above the Company has not yet been able to assess the probability of loss

overcharged or improperly charged fees for products and services provided in connection with the

closing of real estate transactions denied home warranty claims recorded telephone calls acted as an

unauthorized trustee and gave items of value to developers builders and others as inducements to refer

business in violation of certain other laws such as consumer protection laws and laws generally

prohibiting unfair business practices and certain obligations including

Carrera Fiist American Home Buyers Protection Corporation filed on September 23 2009 and

pending in the Superior Court of the Slate of California County of Los Angeles

Chassen First American Financial Corporation et al filed on January 22 2009 and pending in

the United States District Court for the District of New Jersey

Coleman First American Home Buyers Protection Corporation et al filed on August 24 2009

and pending in the Superior Court of the Stale of California County of Los Angeles

Diaz First American Home Buyers Protection Corporation filed on March 10 2009 and pending

in the United States District Court for the Southern District of California

Diehl First American Title Insurance Company et al filed on December 11 2009 and pending in

the United States District Court for the District of Montana

Eide First American Title Company filed on February 26 2010 and pending in the Superior

Court of the State of California County of Kern

Gunning First American Title insurance Company filed on July 14 2008 and pending in the

United States District Court for the Eastern District of Kentucky

Kaufman First American Financial Corporation et al. filed on December 21 2007 and pending

in the Superior Court of the State of California County of Los Angeles

Kirk First American Financial Corporation flied on June 15 2006 and pending in the Superior

Couri of the State of California County of Los Angeles

Sjobring First American Financial Corporation et al filed on February 25 2005 and pending in

the Superior Court of the State of California County of Los Angeles

Tavenner Talon Group filed on August 18 2009 and pending in the United States District Court

for the Western District of Washington antI

Wilinot First American Financial Corporation ci al filed on April 20 2007 and pending in the

Superior Court of the State of California County of Los Angeles

All of these lawsuits are putative class actions for which class has not been certified Consequently

for the reasons described above the Company has not yet been able to assess the probability of loss
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While some of thc lawsuits descrihcd above nay be material to our operating results in any particular period if an

un lavorable outcome results the Company does not believe that any of these lawsuits will have material

adverse effect on the Companys overall financial condition

Additionally on March 2010 Bank of America NA flied complaint in the North Carolina General

Court of Justice Superior Court Division against United General Tille Insurance Company and First American

Ti lie Insurance Coin panv The plaint fl legcs that the defendants failed to pay or ailed to ti mclv respond to

certain eluinis made on title insurance policies issued in connection with mine equity loans or lines of credit

thai are now mu del mIt Accordmni.i to the cuniplaint these title insurance policies which did not require title

search were intended Ii protect apai ast the risks of certain defects in the title to real property including

undisclosed triterve nine liens vesting problems and legal description errors that would have been discoveicd if

thc plainit had conducted lull title search As indicated in the complaint Fiscrv Solutions Inc liserv as

agent or the defendants was authoriied to issue certificates evidencing that given loan was insured The

ccituplunt also indicates that plaintiff was required to satisfy certain criteria before title would be insured Flits

involved ta reviewing borrower statements to the lender when applying for the loan th reviewing the

borrowers credit report and addressing secured mortgages appearing on the credit report which did no

appear on the borrowers loan application The plaintiff alleges that the failure to or timely respond to

the subject claims was done in had faith arid constitLites breach of the title insurance policies issued to

the plaintiff The plaintiff is seeking monetary damages punitive damages where permitted treble damages

where permitted attorneys fees and costs where permitted declaratory judgment and prejudgtntcnt atd post

judgment interest

On April 20 It the Company filed an answer to Bank of Americas complaint and tiled third party

complaint within the sairie litigation against Fiscrv kr breach of contract indemnnilication and other matters The

ompanvs agreement with Fiserv required Fiserv among other things to ensure that the Companys policies

were issued in aecordaitee with prudent practtces to refrain rorn issuing the Companys policies unless it had

determined Ilie product could be properly issued in accodance with the Companys standards and to pros ide

reasuiiable assistance in claims handling lhe agreement also required Fiserv to indemnify the Company for

certain losses including losses resulting from Fiscrvs fitilure to comply with its agreement with the Company or

ssith Company instructions or from its negligence or misconduct

As indicated above this lawsuit
pertil is to claims on title insurance policies StiLted by the defendants The

Company provides for title insurance losses through known claims reserve and art IBNR claims reserve for

discussion of the Companys reserve for known antI IBNR claims see Note 1escription of the Company and

Note Reserve for Known and Incurred But Not Reported Claims to the consolidated financial statements

portion of the known claims reserve is attributable to certain of the claims that are the subject of this lawsuit and

pi.irlion
of the IBNR claims reserves is attributable to the title insurance products that are the subject of the

lawsuit and similar products issued to others The ultitriate outcome of this lawsuit is subject to number of

luicertainties including the amount of responsibility that court may apportion to Fiserv whether court

determines that the deleiidants arc entitled to cettain documents requested as part if the claims submission

proccss the contents of those doctimenits and whether court interprets the title insurance policies that are the

subject ol time ass suit ri tanner consistent with the Companys understanding As resu It of this uncertai nt it

is currently not possible to estimate whether the loss or range of loss is greater than the amount of the known

claims reserve md the IBNR claims reserve attributable to the claims that are the subject of this lawstut II this

uncertainty is resolved in manner that is unfavorable to the Company the ultimate resolution of this lawsuit

could have material adverse effect on the Companys financial condition results of operations cash flows or

liquidity

122



FIRST AMERICAN FINANCIAL CORPORATION

AND SUBSIDIARY COMPANIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTSContinued

The Company also is party to non-ordinary course lawsuits other than those described above With respeci

to these lawsuits the Company has determined either that loss is not probable or that the possible loss or range

of loss is not material to the financial statements as whole

The Companys tite insurance property and casually insurance home warranty thrift trust and investment

advisory businesses are regulated by various federal state and local governmental agencies Many of the

Companys other businesses operate within statutory guidelines Consequently the Company may from time to

time be subject to audit or investigation by such governmental agencies Currently governmental agencies are

auditing or investigating certain of the Companys operations These audits or investigations include inquiries

into among other matters pricing and rate setting practices in the title insurance industry competition in the title

insurance industry title insurance customer acquisition and retention practices and agency relationships With

respect to matters where the Company has determined that loss is both probable and reasonably estimable the

Company has recorded liability representing its best estimate of the financial exposure
based on known facts

While the ultimate disposition of each such audit or investigation is not yet determinable the Company does not

believe that individually or in the aggregate they will have material adverse effect on the Companys financial

condition results of operations or cash flows These audits or investigations could however result in changes to

the Companys business practices which could ultimately have material adverse impact on the Companys

financial condition results of operations or cash flows

The Company and its subsidiaries also are involved in numerous ongoing routine legal and regulatory

proceedings related to their operations While the ultimate disposition of each proceeding is not determinable the

ultimate resolution of any of such proceedings individually or in the aggregate could have material adverse

effect on the Companys financial condition results of operations or cash flows in the period of disposition

NOTE 21 Business Combinations

During the year ended December 31 2010 the Company completed live acquisitions br an aggregate

purchase price of $10.9 million in cash and $0.5 million in notes payable The purchase price of each acquisition

was allocated to the assets acquired and liabilities assumed using variety of valuation techniques including

discounied cash flow analysis These live acquisitions have been included in the Conpanys title insurance

segment

In addition to the acquisitions discussed above during the year ended December 31 2010 the Company

purchased the remaining noncontrolling interests in three companies already included in the Companys

consolidated financial statements The total purchase price of these transactions was $2.8 million in cash

During the year ended December 31 2009 the Company completed three acquisitions These acquisitions

were not material individually or in the aggregate These three acquisitions have been included in the

Companys title insurance segment The aggregate purchase price for these acquisitions was $1.2 million in cash

and $0.1 million in notes payable The purchase price of each acquisition was allocated to the assets acquired and

liabilities assumed using variety of valuation techniques including discounted cash flow analysis

In addition to the acquisitions discussed above during the year ended December 2009 the Company

purchased the remaining noncontrolling interests in six companies already included in the Companys

consolidated financial statements The total purchase price of these transactions was $62.5 million in cash and

$8.6 million in notes payable
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NOTE 22 Segment Financial Inlormatton

The mpanv consists of the lol owi no reportable segment
sand corporate function

Companys title insurance and services segment issues title Insurance puheics on residential and

corn nicrcia piopei-ty in the tied Staies and oIlers si iii lar products and services nternal onal Ihi

segment also provides escrow and closing services accommodates tax-dclcrred exchanges of real estate

maintains rnanaoe.s and provides access to title plant records and images and provides banking trust

and investment advisory services The Company through its principal title insurance subsidiary and

such subsidiarys affiliates transacts its title insurance business through network of direct operations

and agents Through this network the Company issues policies in the 49 stales that permit the issuance

of title insurance policies and the District of Columbia The Company also offers title insurance and

similar products as well as related services either directly or through joint ventures in foreign countries

including Canada the United Kingdom and various other established and emerging niarkeis

The Companys specialty insurance segment issties property and casualty insurance policies and sells

home warranty products The properly and casualty insurance business provides insurance coverage to

residential homeowners and renters for liability losses and typical hazards such as fire theft vandalism

and other types nI property damage ftis business is licensed to issue policies in all 51 states and

actively issues policies in 43 states In its largest market California it also oIlers preferred risk auto

insurance to better compete with other carriers offering bundled home and auto insurance The home

warranty business provides residential service contracts that cover residential systems and appliances

against failures that occur as the result of nonnal usage during the coverage period This business

current operates in 39 slates and the District of Columbia

ftc corporate division ecitsists of certain financing facilities as well as the corporate services that support

the Companys business operations Eliminations consist of intersegment revenues and related expenses

included in the results of the operating segments The Company did not record intersegment elirninaiions for the

years ended December 31 2009 and 200g as there was no inter-segment income or expense
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FIRST AMERICAN FINANCIAL CORPORATION

AND SUBSIDIARY COMPANIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTSContinued

Selected financial information about the Companys operations by segment for each of the past three years

is as follows

2010

Domestic

Title Insurance and Services $1875035

Specialty Insurance 149582

$2024.61

2009 2008

Foreign Domestic Foreign Domestic Foreign

$143284 $1955317 $209801 $2081318 $114020

160599
_______

166736

$143284 $2115916 $209801 $2.248.054 $1 14020

Depreciation

and

Revenues amortization

Income loss
before

income taxes Assets

in thousands

Investment

in Capital

affiliates expenditures

2008

Equity in

earnings

of

affiliates

2010

Title Insurance and

Services $3614421 $70852 8006 229.469 $5109174 $140923 $82123

Specialty insurance 285735 5324 42748 488351 3273

Corporate 8.252 2735 370 6C.1 II 373976 5.861 3329

Eliminations 1796 149675

$3906612 $78911 8.376 212106 $5821826 $146784 $88725

2009

Title Insurance and

Services $3768192 $74321 $10577 215070 $4.824.581 $228735 $34318

Specialty Insurance 277539 4275 31490 498740 7503

Corporate
1.103 3.879 300 2215 206960 483

$4046834 $82475 $10877 204.345 $5530281 $228735 $42304

litle Insurance and

Services $4072217 $86962 $2.619 89898 $5003657 $200680 $81276

Specialty Insurance 297817 3329 20.723 467478 7344

Corporate 2309 4.951 23 46740 249.622 10

$4367725 $95242 $2642 $1 15915 $5720757 $200680 $88630

Total revenues from external customers separated between domestic and foreign operations and by segment

for each of the three years ending December 31.2010.2009 antI 2008 is as Follows

Iornestic Foreign 1omestie Foreign

in thousands

Title Insurance and Services $3287828 $326593 $3471588 $296604

Specialty insurance 285735 277539

$3573563 $326593 $3749127 $296604

Long-lived assets separated between domestic and foreign operations and by segment as of December 31

2010 2009 and 2008 are as follows

2010 2009 2008

lnmestic

$3676824

297.8 17

$3974.64

Foreign

$395393

$395393

lecember 31
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FIRS1 AMERICAN FINANCIAL CORPORATION
AND SL.JBSIDIARY COMPANIES

QUARTERLY FINANCIAL iATA

Unaudited

Quarter Ended

March 31 June 3t September 31 December 312

hi thousands except per share amounts

20101
Revenues $908426 $969924 $1 .003.523 $1 .024.739

income before income taxes 24540 56995 55.988 74583

Net income 13729 34140 33343 47744

Net income attributable to noncontrol ling interests 40 307 210 650

Net income attributable to the Company .$ 13769 33.833 33.133 47.094

Net nconie pet share attributable to the Companys
stockholders

Basic 0.13 0.33 0.32 0.45

Diluted 13 0.32 0.31 0.44

Net income for the year ended December 31 2010 includes net expense of $7.7 million related to certain

items that should have been recorded ri prior year These items decreased diluted net income per share

attributable to the Companys stockholders by $0.06 for the year

Net income for the fourth quarter ended Deceniher 2010 includes net expense of $6.9 million related to

certain items that should have been recorded in prior quarter These items decreased diluted net income

per share attributable to the Companys stockholders by $0.06 fir the quarter

Net income per share attributable to the Companys stockholders for the four quarters of each fiscal year

may not sum to the total for the fiscal year because of the different number of shares outstanding during

each period

@1 Per share information was cotnputed using the number of shares of common stock outstanding immediately

following the Separation as if such shares were outstanding for the entire period prior to the Separation

Quarter Ended

March 31 June30 September30 December31

in thousands except Per share amounts

2009

Revenues $888375 $1025085 $.1005$l $1032793
Income helore mrteottme taxes 10.144 64.535 68.521 61145

Net income 7369 33397 40913 573
Net tncome attributable to noncontrolling interests 2467 4.800 2088 2.533

Net incotnc attributable to the Company 4902 28.592 38.825 50070
Net income per share attributable to the Companys

stockholders

Basic 0.05 0.27 0.37 0.48

Diluted 0.05 0.27 0.37 0.48

Net income per share attributable to the Companys stockholders for the fotir quarters of each fiscal year

tnuy nor sum to the total for the fiscal year because of the different number of shares outstanding during

each period

Per share information was computed using the number of shares of common stock ouistandina immediately

following the Separation as if such shares were outstanding for the entire period prior to the Separation
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SCHEDULE
OF

FIRST AMERICAN FINANCIAL CORPORATiON

AND SUBSIDIARY COMPANIES

SUMMARY OF iNVESTMENTSOTHER THAN INVESTMENTS iN RELATED PARTIES

in thousands

December 31 201

Column

Type of investment

Deposits with savings and loan associations and banks

Consolidated

Debt securities

U.S Treasury bonds

Consolidated

Municipal bonds

Consolidated

Foreign bonds

Consolidated

Governmental agency
bonds

Consolidated

Governmental agency mortgage-backed securities

Consolidated

Non-agency mortgage-hacked and asset-backed securities

Consolidated

Corporate debt securities

Consolidated

Total debt securities

Consolidated

Equity securities

Consolidated

Other longterm investments

Consolidated

Notes receivable from CoreLogic

Consolidated

Total investments

Consolidated

Column Column Column

Amount at which

shown in the

Cost Market value balance sheet

59974 59974

96055 97859

$280471 277.799

59974

97.859

277.799

184.956 185.942 185.942

241.844 $240161

$1039266 $1045497

63773 47534

209476 213192

$2115841 $2107984

279954 282416

240.161

$1045497

47.534

213192

$2 It 7984

282416

177.990 177990I 177990

18.787 18708 18.787

$2652546 $2647072 $2647151

As other longterm investments arc not publicly traded reasonable estimate of the fair values could not he

made without incurring excessive costs
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Assets

FIRST AMERICAN FINANCIAL CORPORATION
Parent Company

CONDENSED BALANCE SHEETS

in thousands

SCIIEItLE II

0F4

Cash and cash equi tilcnrs

Di irdends receivable horn subsidiaries

tic tin sUbs id art Cs ret

ncoruc taxes receivable

Investments

Invcsrrneiii in subsidiaries

Propcrt arid eq pm cut ret

Dcherrcd income taxes

Other assets

Liabilities and Equity

Accounts payable and tither accrued liabilities

Pension costs and other retirerrient plans

Iuc to subsidiaries net

1ue 10 CoreLoeje net

Notes and contracts payable

Notes and contracts payable to subsidiaries

ommirinents and coot ineencies

toe kh Ide rs equity

Prelerrcd stock $00000 par value AuthorizedSOt shares

Outstanding none

Corninoir tuck ..0.00O0 par value

Autliorti.ed 300001 shares Outstanding 04457 and 114.106

shares at December 31 2110 and June 2010 respectively

Additional paid ri capital

Retained earnings

Accumulated other comprehensive loss

fotal stockholders equity

Noncontroll inc interests

Total equity

See noles to condensed financial statetnents

December June

2010 2010

86.417

30000

21.929

22266

123.967

2.337.361

10890

96846

76644

$2805.3 21

22.730

138.033

2.365 .006

8509

80 305

84.415

$2698998

23411 1.174

389597 382.438

25.398

80468 20556

201084 201850

117049 140.685

811.599 80200

2.057098

72074

I4 156

1.980017

13.714

1993.72

$2805320

2047528

163807

1.883.722

13275

1.896997

$2698998
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SCHEDULE II

OF

FIRST AMERICAN FINANCIAL CORPORATION

Parent Company

CONDENSED STATEMENT OF INCOME

in thousands

Seven Months Ended

December31 2010

Revenues

Dividends from subsidiaries $136650

Other income 6323

142.973

Expenses

Other expenses
24281

Income before income taxes and equity in unclistributed earnings of subsidiaries Ii 8692

Income taxes 45660

Equity in undistributed flings of subsidiaries 19000

Net income 92032

Less Net income attributable to noncontrolling interests 980

Net income attributable to the Conipaiiy
91 .052

See notes to condensed financial statements
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FIRST AMERICAN FINANIAL CORPORATION

Parent Company

CONDENSED STATEMENT OF CASU FLOWS
in thousandsj

SCHEIULE II

OF

Cash Iiovs from operating activitiest

Cash pro ided by operating act vitics

Cash Ilows from investing activities

Net chatice in in estnienls

Capital expenditures

Cash prc ivided by investing actis ties

Cash flows trom financing activities

Repavrnen of debt

Excess tax benefits Ironi sharehrsed compersation

Proceeds 1mm shares issued in connection with resiricted stuck unit option and benelit

plans

Cash dividends

Cash used for financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents43eginning of period

Cash and cash equ ivaic nLknd of period

See notes to condensed financial statements

Seven \Iontlis Ended

Deeniher 31 201

67444

12.893

3256

9.637

4.402

1.080

2430

12.502

t13394i

63.687

22.730

86417
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SCHEDULE II

OF

FIRST AMERICAN FINANCIAL CORPORATION

Parent Company

NOTES TO CONDENSED FINANCIAL STATEMENTS

NOTE Significant Accounting Policies

First American Financial Corporation became publicly traded company following its spin-oIl from its

prior parent
The First American Corporation TFAC on June 2010 On thaL date TFAC distributed all of

First American Financial Corporations outstanding shares to the record date shareholders of TFAC on one-for-

one basis After the distribution First American Financial Corporation owns TFACs financial services

businesses and TFAC which reincorporated and assumed the name CoreLogic Inc continues to own its

information solutions businesses As such First American Financial Corporations Parent Company opening

condensed balance sheet is as ol June 2010 and the condensed statements of income and cash flows are for the

seven months ended December 31 2010

First American Financial Corporation is holding company that transacts all of its business through its

subsidiaries The Parent Company Financial Statements should be read in connection with the consolidated

financial statements and notes thereto included elsewhere in this Form 10-K

NOTE Dividends Received

The Company received cash dividends from subsidiaries of $83.8 million during the seven months ended

December 31 2010
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SCHEDULE III

OF

FIRSr AMERICAN FIN4NCIAL CORPORATION
ANI SUBSIDIARY CoMPANIES

SIPPLEMENTARY INSURANCE INFORMATION
in thousands

BALANCE SHEET CAITIONS

.olumn Column 13 Column Column

lelerred

polity

auquisition Clainis Deferred

Segment Costs reserves revenues

2010

Title Insurance and Ser ices $1070680 7.603

Speciafly Insurance 20.639 37.558 137.1 16

Total 20.639 $1108238 144.719

2009

litlc Insurance and Scrvtce $1.1 88.552 7216

pcciuRv Insurance 22.526 39205 37540

$22526 $1227757 144.756
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FIRST AMERICAN FINANCIAL CORPORATION

AND SUBSIDIARY COMPANIES

SUPPLEMENTARY INSURANCE INFORMATION

in thousands

INCOME STATEMENT CAPTIONS

SCHEDULE Ill

OF

Segment

2010

Title Insurance and Services

Specially insurance

Corporate

Eliminations

2009

Total

Title Insurance and Services

Specialty insurance

Corporate

2008

Total

Title Insurance and Services

Specially Insurance

Corporate

Total

8252

1806
_______

$3212355 $96448
_______

$3035384 $86017 $205819

269631 7908 140895

1103
__________

$3305015 $95028
________

$3318409 $51593

2.86.321 11496

2309
______

$3604730 $60.780
________

84c.740

2353 41601

18.235

$2353 909576

985904

46.840

20.289

______
$1053033

Column Ctumnmi Column Column

Net

investment

income

Column

Amortization

of deferred

policy

Loss acquisition

provision costs

Premiums

and escrow

fees

$2940323

272.032

Column .1
Column

Other

operating

expenses

$76299 $180821

13703 140053

735424

1.887 41980

26.299

IS

$320874 $1887 803718

Net

premiums
written

271809

$271809

265601

$265601

282391

$282391

$346714

$343559

166004

$509563

1.145

$1145
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FIRST AMERICAN FINANCIAL CORPORATION
AND SUBSIDIARY COMPANIES

REINSURANCE

in thousands except percentages

SChEDULE IV

OF

Title Insurance and services

Assunied

from

other

ompantes

of

anioujit

assumed to

premiums
aiitl esciow

tees

Premiums
and escrow eded to Premiums
fees betnie othi and escrow

Segment reinsurance companies fees

2010 9449 ss $2940.323

2009 035.536 4.430 84278 $3035384

200$ 19.227 6728 55.911 83.3 18409

Specialty nsurarce

2010 280444 8412 272.032

2774635 7832 269.631

2008 3662 $7341 286321
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FIRST AMERICAN FINANCIAL CORPORATION

AND SUBSIDIARY COMPANIES

VALUATION AND QUALIFYING ACCOUNTS

in thousands

Year Ended December 31 2010

Description _______________

Reserve deducted from accounts receivable

Consolidated
___________ _________

Reserve for title losses and other claims

Consolidated
__________ ________

Reserve deducted from loans receivable

Consolidated
_____________ ___________

Reserve deducted from assets acquired in

connection with claim settlements

Consolidated
__________

Reserve deducted from other assets

Consolidated _________ ________

Reserve deducted from deferred income taxes

Consolidated
_____________ ___________

Note AAmount represents accounts written olf net of recoveries

Noie BAtnount represents claim payments net of recoveries

Note CAmount represents elimination of reserve in connection with

related asseL

SCHEDULE
OF

disposition andlor revaluation of the

Column Column Column Column Column

Additions

Balance at Charged to Charged teductions Balance

beginning costs and to other from at end

of period expenses accounts reserve of period

35595 11.046 6737A 39.904

$1227757 $320874 $15832 $456.225 $1108238

2071 1200 3.271

776 710 322C 1.164

6679 1.541 2315 5905

27.045 7.919 19.126
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FIRST AMERICAN FINANCIAL CORPORATION
AND SUBSHIARY COMPANIES

VALUATION AND QUALIFYING ACCOUNTS

hi thousands

Year Ended December 31 2009

lescriptioii
________________ ______________ ___________

Reserve deducted trom accounts receivable

Cosolidated

Reserve or title losses and other claims

Consolidated

Reserve deducted rum loans receivable

Consolidated

Reserve deducted from assets acquired in

connect en with claim settlements

Consolidated

Rcscr deducted roin other assets

Co ii so hoed

Reserve deducted lrotn deferred income tases

Consolidated

Note AAmount represents accounts written oil net ot recoveries

Note 13Ainou nt represents
claim payments net of recoveries

Note CAmount represents elimination of reserve in connection with

related asset

SCHEIULE
OF

disposition andlor revaluation of the

olusui olumn

Balance at

beginning

of period

Column

Additions

Charged to Charged
costs amid to oihrr

expenses accouIii.s

Column

Deductious

fro.oon

resers

Colunon

Balance

at end

ol permod

43695 20.377

1326.282 $346714

28.477A 35.595

$6948 $452l87 $1227757

1600 471 2071

1.604 181

15.817 792

.009C 776

9.930 6679

19.922 7.123 27045
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SCHEDULE
OF

FIRST AMERICAN FINANCIAL CORPORAT ION

AND SUBSIDIARY COMPANIES

VALUATION AND QUALIFYING ACCOUNTS

in thousands

Year Ejided December 31 2008

Column Column 13 Column Column Column

Additions

Balance at Charged to Charged leductions Balance

beginning costs and to oilier from at end

Description of period expenses accounts reserve of period

Reserve deducied from accounts receivable

Consolidated 36249 27012 19566A 43.695

Reserve for title losses and other claims

Consolidated $1332337 $509563 $3.466 $482 152B $1 .326.282

Reserve deducted froni loans receivable

Consolidated 1488 112 1600

Reserve deducted from assets acquired in

connection with claim settlements

Consolidated 1316 572 284C 1604

Reserve deducted from other assets

Consolidated 11.628 4189 15817

Reserve deducted from deferred income taxes

Consolidated 5311 14.611 19.922

Note AAmount represents accounts written off net of recoveries

Note BAmount represents claim payments net of recoveries

Note CAmount represents elimination of reserve in connection with disposition and/or revaluation of the

related asset
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Item Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None

Item 9A Controls and Procedures

Lisclosu re Controls and Procedures

The Compans chief executive oflicer and chief financial otheer have concluded that as of Decenther 31
2010 the end of the Fiscal year covered by this Annual Report on Iorrn 10K the Companys disclosure controls

and procedures as dclined in Rule 13a-15e of the Securities Exchange Act of 1934 as amended were

effective based on the evaluation of these controls and procedures required by Rule 3a 15h thereunder

Managements Annual Report on internal Control Over Financial Reporting

Management of the Company is responsible far establishing and maintairnng adequate internal control over

financial reporting The Companys internal control over financial reporurig has been designed to provide

reasonable assurance regarding the reliability of financial reporting and the preparation of Financial statements

br external purposes in accordance with accounting principles generally accepted in the United States of

America

lhc Companys internal control over financial reporting includes policies and procedures that pertain to the

ountenance of records that in reasonable detail accurately and fairly reflect transactions and dispositions of

assets of lie Company provide reasonable assurance that transactions arc recorded as necessary to permit

preparation of linancial statements in accordance with accounting principles generally accepted in the United

States of Arnenca and that receipts and expenditures are being made only in accordance with authorization of

management and directors of the Company and provide reasonable assurance regarding prevention or timely

detection ol unauthorized acquisition use or disposition ol the Company assets that could have material

ellcct on the Companys consolidated linancial statements

Because ol its inherent limitations internal control over financial reporting may not prevent or detect

misstatements Also projections of any evaluation of effeciiveness to future periods arc subject to the risk that

controls may become inadequate because of changes in conditions or that the degree of compliance with the

policies or procedures may deteriorate

Management assessed the effectiveness of the Companys internal control over financial reporting as of

Decenther 31 2011 In rtamking this assessment management used the criteria set forth by the Committee of

Sponsoring rganii.ations of the Treadwa Commission COSO in Internal ControlImegratcil lramework

Based on that assessment under the framework in Internal ontrol/niegrated Iraineoork management

determined that as of Ieeeniher 31 2010 the Companys internal control over linancial reporting was effective

PricewaterhouscCoopers 1.1.P the independent registered public ac counting tirm that aLidited the

Companys consolidated Ii nancial statements provided in Item above has issued an attestation repor on the

Companys internal controls over financial reporting

Changes in Internal Control Over Financial Reporting

rhere was no change in the Contipanys internal control over financial repoming during the quarter ended

December 31 2010 that has materially affected or is reasonably likely to materially affect the Companys
internal control over financial reporting

Item 913 Other Information

None
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PART Ill

The information required by lienis 10 through 14 of this report is expecied to he set krth in the sections

entitled Information Regarding the Nominees for Election Information Regarding the Other Incumbent

Directors Election of Class Directors Executive Officers Section 16a Beneficial Ownership Reporting

Compliance Executive Compensation Compensation Discussion and Analysis Director Compensation

Codes of Ethics Compensation Committee Interlocks and Insider Participation Compensation Committee

Report Who are the largest principal stockholders outside of management Security Ownership of

Management Principal Accounting Fees and Services and Transactions with Management and Others in

the Companys definitive proxy statement and is hereby incorporated in this report and macic part hereof by

reference If the definitive proxy statement is not filed within 120 clays after the close of the fiscal year the

Company will file an amendment to this Annual Report on Form 10-K to include the infonnation required by

Items 10 through 14

PART IV

Item 15 Exhibits and Financial Statement Schedules

Financial Statements and Financial Statement Schedules

The Financial Statements and Financial Statement Schedules filed as part of this report are listed in

the accompanying index at page 57 in Itemn of Part El of this report

Exhibits See Exhibit Index Each management contract or compensatory plan or arrangement in

which any director or named executive officer of First American Financial Corporation as defined

by Item 402a3 of Regulation S-K 17 C.F.R 229.402a3 participates that is included among

the exhibits listed on the Exhibit Index is identified on the Exhibit index by an asterisk
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SIGNATURES

Pursuant to the requirements of Section or 15d of the Securities Exchange Act of 1934 the registrant

has dLtly caused this repor to be signed on its behalf by the undersigned thcreunto duly authorized

FIRST AMERICAN FINANCIAL CORPORATION

Registrant

By Is DuNNIS GIt.Moan

Dennis Gilmore

Chief Executive Officer

Principal Executive Officer

Date March 2011

By _____is/
Mxx V.\Lots

Max Valdes

Chief Financial Officer

Principal Financial Officer

Date March 1.2111

Pursuant to the requirements of the Securities Exchange Act of 1934 this report has been signed below by

the ftdlowing persons on behalf of the registrant and in the capacities and on the dates indicated

Signature Title Ite

Is DFNNIs GIu1oaE Chief Executive Officer and Director March 2011

Dennis Gilmore Principal Executive Officer

Is M.\x V.xi nt-s Chief Financial Officer March 2011

Max Valdcs Principal Financial Officer and

Principal Accounting Officer

Is P.-xisat Kixio Executive Chairman March 2011

Parker Kennedy

Is Geoict ARcYos Director March 2011

George I.. Argyros

Is BRtKh BENNFTT Director March 2011

Bruce I3enneu

Is GttNN CIIRIsreNsoN Director March 2011

Glenn Christenson

Is WilliAM D..xvis Director March 1.2011

William Davis
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Signature

1sf JAMES D0TI

James Doti

Is LEwis DOUGLAS JR

Lewis Douglas Jr

Is FRANK OBRYAN

Frank OBryan

Is HERBERT TASKER

Herbert Tasker

Is VIRGINIA UEBEtRoTIi

Virginia Ueherroth

Title

Director

Director

Director

Director

Director

Iate

March 1.2011

March 2011

March 2011

March 201

March 12011
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Exhibit No Description .OUtuU

3.1 Amended and Restated Certilicaie of Incorporated by reference herein to Exhibit 3.1

Incorporation of First American Financial to the Current Report on lorni 8K dated

Corporation daed May 28 2010 June 2010

3.2 Bylaws of First American Financial Incorporated by reference herein to Exhibit 3.2

Corporation to the Current Report on Form 8K dated

June 2010

10.1 Separation and Distribution Agreement by and Incorporated by reference herein to Exhibit 10.1

between The First American Corporation n/k/a to the Current Report on Form 8K dated

CoreLogic Inc and First i\incrican Financial June 2010

Ci rporat ion dated as of Line 20 It

10.2 Credit Agreement dated as of April 12 2010 Incorporated by reference herein to

among First American Financial Corporation Exhibit 10s to Amendment No to Form 10

the Guaraniors party thereto the Lenders party filed April 30 2010

thereto and JPMorgan Chase Bank NA. as

Administrative Agent

10.3 Tax Sharing Agreement by and between The Incorporated by rc1irence herein to Exhibit 10.2

First American Corporation n/k/a CoreLogic to the Current Report on Form 8K dated

Incj and First American Financial Corporation June 2010

dated as ol June 2110

10.4 Promissory Note of The First American Attached

Corporation tn/k/a .ncl..ogic Inc to First

American Financial Corporation dated as of

June 12010

11.5 Amended and Restated Secured Promissory Attached

Note of First American Financial Corporation

to First American litle Insurance Company in

the amount of $70.000.000 dated as of

December 31 2010

10.6 Promissory Note of First American Financial Incorporated by reference herein to

Corporation to First American home Buyers Exhibit 10u to Amendment No to Form 10

Protection Corporation in the amount of liled February 12 2011

58970.705 dated as of December 14 2001

Promissory Note of First American Financial Incorporated by reference herein to

Corporation to First American lome Buyers Exhibit 0v to Amendment No to Fonn 10

Fri tcct ii in Comporat ion in the atnou it ol lied February 12 201

S10000.000 dated as of March 29 2002

10.8 Promissory Note of First American Financial incorporated by reterence herein to

Corporation to First American Home Buyers Exhibit 10w to Amendrtient No to Form

Protection Corporation in the amount of filed February 12 2111

$1 1100000 dated as of January 31 2003

10.9 Promissory Note of First American Financial Incorporated by reference herein to Exhibit

Corporation to First American Home Buyers 11x to Artiendment No to Form 10 filed

Protection Corporation in the amount 01 February 12 2010

$10000000 dated as of January 2004
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Description

Promissory Note of First American Financial

Corporation to First Ameican Home Buyers

Protection Corporation in the amount of

$30000000 dated as of March 2004

10.11 Promissory Note of First American Financial

Corporation to First American Home Buyers

Protection Corporation in the amount of

$10000000 dated as of March 72005

10.12 First Anierican Financial Corporation

Executive Supplemental Benefit Plan amended

and restated effective as of January 2011

l0l3 First American Financial Corporation Deferred

Compensation Plan effective June 2010

10.14 First American Financial Corporation 2010

Incentive Compensation Plan approved

M.ay 28 2010

Form of Notice of Restricted Stock Unit Grant

Non-Employee Director and Restricted Stock

Unit Award Agreement Non-Employee

Director for Non-Employee Director Restricted

Stock Unit Award approved January 18 2011

l0 16 Form of Notice of Restricted Stock Unit Grant

Non-Employee Director and Restricted Stock

Unit Award Agreement Non-Employee

Director approved February 10 2009

10.17 Fonn of Notice of Restricted Stock Unit Grant

and Restricted Stock Unit Award Agreement

approved June 10 2010

10.18 Form of Notice of Performance Unit Grant and

Performance Unit Award Agreement approved

January 25 2010

10.19 Form of Notice of Performance Unit Grant and

Performance Unit Award Agreement approved

February 11 2011

10.20 Form of Notice of Restricted Stock Unit Grant

Employee and Restricted Stock Unit Award

Agreement Employee approved January 25

2010

Form of Notice of Restricted Stock Unit Grant

Employee and Restricted Stock Unit Award

Agreement Employee approved February

2011

Location

Incorporated by reference herein to

Exhibit 10y to Amendment No ito Form 10

filed February 12 2010

Incorporated by reference herein to

Exhibit 10z to Amendment No to Form 10

filed February 12 20 It.

Attached

Incorporated by reference herein io Exhibit 10.5

Lo the Current Report on Form 8-K dated

June 2010

Incorporated by reference herein to Exhibit 10.6

to the Current Report on Form 8-K dated

June 12010

Attached

Incorporated by reference herein from

Exhibit lOyy ot The First American

Corporation n/k/a CoreLogic Inc Annual

Report on Form 10-K for the fiscal year ended

December 31 2008

Incorporated by reference herein to

Exhibit 10i to the Quarterly Report on

Form 10-Q for the quarter ended June 30 2010

incorporated by reference herein from

Exhibit 0mm to The First American

Corporauon nlkla Core.Logic Inc Annual

Report on Fonii 10-K for the year ended

December 31 2009

Attached

Incorporated by reference herein from

Exhibit l0zz to The First American

Corporation n/k/a CoreLogic Inc Annual

Report on Form 10-K for the year ended

December 31 2009

Attached

Exhibit No

10.10

1015
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FIiIIaL No Deription

10.22 Arrangement recardirig salanes bonuses and

lone term incentive restricted stock units for

named executive officers approved Aucust 25

2010 and Auust 31 2010 respectively

10.2$ Emplovmeni Agreement dated December 17

2008 between The First American Corporation

and Dennis Gilmore

10.24 Employment Agreement dated December 17

2008 between The First American Corporation

and Kenneth DeGioreio

Employment Agreement dated December 17

2008 between The First American Corporation

and Max Valdes

letter Agrceiiient among First American

linanctal Uirporation The First American

orporation n/k/a CoreLogtc lnc.j and Parker

Kennedy dated as of May $1 2010

10.27 Letter agreement dated October 29 2010

among First American Financial Corporation

CoreLogic Inc and Parker Kennedy

11.28 Change in Control Agreement effective as of

December 2010 by and between First

American Financial Corporation and Parker

Kennedy

Flie First Aciiericun Corporation Aitiendcd and

Restated Chance in Control Agreement

Executise Form effeetise as ol January

2011

First American Financial Corporation Form of

Amended and Restated Change in Control

Agreement effective as of December 31 2010

.OCa ion

incorporated reference herein to the

description contained in the Current Report on

Form 8-K date1 August 31 2010

Incorporated by reference herein from

Exhibit l0dddd to The First American

Corporation n/k/a CoreLogic Inc Annual

Report on Form 10K for the fiscal year ended

December 31 2008

Incorporated by reference herein to

Exhibit 10f to Amendment No to Form 10

tiled March 22 2010

Incorporated by reference herein from

Exhibit 0ffff to The First American

Corporation n/k/a CoreLogic Inc Annual

Report on Form 10K for the fiscal year ended

December 31 2008

Incorporated by reference herein to Exhibit 10.7

to the Current Rep.rt on Form 8K dated

June 2010

Incorporated by reference herein to

Exhibit 10e to the Quarterly Report on

Form 0-Q for the quarter ended September 30

2010

Incorporated by reference herein to

Exhibit 0d to the Quarterly Report on

Form 10-Q for the quarter ended September 30

2011

Incorporated by reference herein from

Exhibit ho to The First Anicrican

Corporation hi/k/a CoreLogic Inc Quarterly

Report on Form 0-Q or the quarter ended

Sc ptc mher 30 2009

Incorporated by reference herein to

Exhibit 10c to the Quarterly Report on

Form 0-Q for the quarter ended September 30

201

Attached

Attached

21

23

Subsidiaries nf the registrant

Consent of Independent Registered Iublie

Accounting Firm
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Exhibit No 1eseription
Location

Certification by Chief Executive Officer Attached

Pursuant to Rue 13a-14 under the Securities

Act of 1934

31 Certification by Chief Financial Officer Attached

Pursuant to Rule 13a-14a under the Securities

Exchange Act of 1934

32a Certification by Chief Executive Officer Attached

Pursuant to 18 U.S.C Section 1350

32b Certification by Chief Financial Officer Attached

Pursuant to 18 U.S.C Section 1350

101.INS XBRL Instance Document Attached

10 .SCH XBRL Taxonomy Extension Schenia Attached

Document

101 CAL XBRL Taxonomy Extension Calculation Attached

Linkhase Document

l01.DEF XBRL Taxonomy Extension Definition Attached

Linkbase Document

I01.LAB XBRL Taxonomy Extension Label Linkbase Attached

Document

10l.PRE XBRL Taxonomy Extension Presentation Attached

Linkhase Document
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